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9 « 
A Banker's Diary 
DurRInG the past month the British companies concerned have been distributing 
to debenture stock-holders their share in the proceeds of the sale of the Argen- 
tine railways, and the funds thus released for general circulation 
Credit have played a significant part in the strong recovery that has 
Effects of taken place in the gilt-edged market. The fundamental factors 
Argentine _ in the gilt-edged situation are analysed at length in a subsequent 
Pay-out article, which suggests that more enduring factors are at work 
than the special influence of this Argentine operation—though 
whether their full effect is seen in the market will depend upon the extent to 
which investors’ political fears intensify their recent desire for liquidity. 
Meanwhile, the impact upon the banking position of this first instalment 
of reinvestment of the Argentine moneys has yet to show itself in the published 
figures of the banks. The disbursements by the railway companies in the past 
few weeks have partially corrected the abnormal distribution of deposits 
between the several banks which occurred when the payments were made to 
the companies in March ; and the technical arrangements made by the authori- 
ties to avoid credit disturbance then have equally helped to smooth the process 
of final distribution. As we explained last month, it was arranged that the 
special bill issues then made to the recipient banks would mature or be redeemed 
when the moneys were needed for payment to stockholders. Most of the 
increase in the issue of Treasury deposit receipts in the past fortnight thus 
reflects, not any net new borrowing by the authorities, but simply the re- 
financing of these redemptions of special bill issues—the finance being appro- 
priately secured in the proportions in which T.D.R.s are customarily allocated 
among the several banks. If the stockholders now being paid out use the 
funds to repay bank advances, or if their purchases of gilt-edged provide an 
opportunity for the “‘ departments ”’ to increase their own liquidity by selling 
long-dated stocks, there will be a tendency for bank deposits to fall simul- 
taneously. But otherwise the credit created by the initial operation in March 
will be extinguished only gradually, and probably not completely, as the 
circulation of funds provides eventually for the financing, indirectly, of demands 
which otherwise would have fallen upon the banks. 


SoME of these tendencies may conceivably begin to show themselves in the 
clearing banks’ statement for May. The latest statement available at the 
time this issue of THE BANKER went to press was that for the 
Unrequited previous make-up, which took place on April 21—before any 
Exports: of the debenture moneys were released. This statement was 
Impact on both disappointing and puzzling. It had been hoped that the 
Deposits Jarge credit creation involved in the Argentine pay-out would 
prove to be merely a temporary interruption of a stable or 
even downward underlying tendency of deposits. But in the five weeks from 
the March make-up, net deposits rose by £644 millions, to £5,674 millions—only 
a little below the peak figure reached at end-1947. An increase is customary 
in April, as the Government enters its new financial year ; but this was much 
more than a seasonal rise, as the jump of 1 per cent. in the seasonally-adjusted 
index of Lloyds Bank showed. Practically all the new credit was needed to 
meet Government demands, as the following table shows. 
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April, Change on 
1948 Month Year 
{m. £m. £m. 
Deposits ive — ‘oc 5860.8 + 66. + 277.: 
Net Deposits =" ee -- 5674.2 + 64.6 + 265. 
5.8 o Zi. 
21.2) 31. r S7-i 
9) - 4. + 28. 
3) + 69.5 
+ 86. — 106, 


Cash . ee we a 478. 


(8. 
Sw Market Assets e wr 240.8 ( 
Call Money... os oe 462.6 ( 
| ae a os 778.2 (I 20. 
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Treasury Deposit penitata ‘> 2250 


Invesiments plus Advances as 2788. 
Investments .. ee os 1481. 
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+ After deducting items in course of collection. § Re 


T 27 
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+ 251. 
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At first glance, this increase in Government borrowings seemed readily 
explicable, for the large end-year adjustments had involved a deficit of no 
less than £145 millions in the “ above-line”’ account for the eleven days to 
end-March. But in fact this book-keeping concealed a real surplus for that 
period, for no less than {£170 millions of the expenditure comprised merely 
internal debiting, ‘‘ above ”’ the line, of sums charged “ below ”’ the line at the 
moment when they were disbursed—mostly, of course, for account of the 
Ministry of Food’s advance payment to Argentina. For the four weeks most 
nearly aligning with the dates of the bank statements, the Government had 
an “ above- line ” surplus of over £20 millions, if this £170 millions of nominal 
expenditure is excluded. Net outgoings “ below’”’ the line, before taking 
credit for any receipts from overseas sources, totalled just over {100 millions, 
making a net deficit, on domestic operations alone, of £80 millions. But if 
the drafts on the gold and dollar reserves were running at the same rate as 
in March, the sterling proceeds of these sales of dollars might be expected to 
have provided the Exchequer with about £45 millions towards the financing 
of its domestic deficit—leaving a residual deficit of about £35 millions to be 
financed by net new borrowings from the banking system. Yet these borrowings 
exceeded {60 millions in the nearest comparable period, showing a larger 
discrepancy than is likely to arise merely from the difference in dates. 

One explanation is that not all the current drawings on the central dollar 
pool are required for Britain alone ; an important part is absorbed by other 
countries having access to the pool, and these dollars, like Britain’s unrequited 
exports to such countries, are paid for by drafts on accumulated sterling 
balances—most of which are held in the form of loans to the British Treasury 
(i.e. in tap or tender bills). To this extent, Britain’s sales of gold or drafts on 
overseas credits or the I.M.F.* produce no cash proceeds for the central 
Exchequer and therefore make no contribution to the financing of the domestic 
deficit. Thus do Britain’s unrequited exports tend to maintain, or even raise, 
the level of bank deposits. Indeed, if there were no other undisclosed factors 
in the domestic credit equation, the difference between the Government's 
apparent residual need for bank finance (computed on the lines indicated 
above) and its actual borrowings from the banks would measure the current 
flow of unrequited exports plus non-U.K. drafts on the dollar pool. Other 
undisclosed factors iaclude Government operations in the gilt-edged market 


* In principle, precisely the same argument will apply to Marshall aid, even though none of 
the Marshall dollars is specifically passed on to other countries. 
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—an influence which may well have been present in this particular period, at 
the nadir of the slump which followed the Budget. 


THE problem of maintaining payments between France and Britain continues 
to provide one of the most difficult facets of the wider issue of payments within 
the Marshall group of countries. The persistent and rapid 

France’s running down of French sterling balances described in the last 

Sterling issue of THE BANKER has been accelerated during the past 

month by the growing volume of military expenditure which 
France is now incurring in the sterling area. One item alone will suffice to 
illustrate the type and magnitude of these outlays: it is the re-equipment of 
the whole French Air Force with British fighter planes. To meet the situation 
that will arise within the next few weeks, when France’s sterling resources are 
exhausted, two devices are being considered. The first is a diversion to France 
of part of the sterling held on Belgian account. This is a particular application 
of the wider problem of intra-European clearings which is discussed in a 
subsequent article. The need to ease the payments machinery between 
France and the sterling area was, however, so urgent that it could not await the 
formulation of the wider scheme that may emerge from the recent meeting in 
Brussels of the five Finance Ministers of the Western Union. Britain, in 
addition to her share in the arrangements for putting £5 millions of Belgian 
sterling at France’s disposal, will make a direct credit of £10 millions to enable 
France to meet her sterling deficit in the coming months. 

In spite of these indications of continued disequilibrium in the French 
balance of payments, the monetary position in France remains at present 
reasonably stable. There has been no runaway increase in the free market 
rates for dollars or for gold coins, though it is interesting and significant that 
during the past month the price for sterling notes has risen above the official 
sterling rate of 860 francs to the pound. The free market dollar rate remains 
exceptionally steady at between 305 and 306 francs to the dollar. An interesting 
issue that has arisen in connexion with the differential rates now quoted for the 
dollar in Paris is the choice of a rate at which to account for Marshall deliveries 
to France. The point is whether the domestic currency counterpart of Marshall 
gifts should be accounted for at the official or at the free rate. After a good deal 
of discussion the official quotation has been decided upon. 


DETAILS of the law of the Military Government establishing the new central 
bank which is to serve the three Western zones of Germany have recently been 
published. It is to be known as the Bank Deutscher Laender, 

Germany’s and its initial location is to be Frankfurt. It will have no 
Central branches or subsidiaries, but will act in the various Laender 
Bank through the Land Central Bank operating in each of these 
divisions. For the time being the new bank will be subject to 

the direction of the occupying powers exercised through the Allied Banking 
Commission. The Bank Deutscher Laender is to be directly responsible for the 
issue of the new currency. Otherwise it will perform few banking functions. 
These will be left to the Land Central Banks, leaving the new organization in 
Frankfurt as the co-ordinator of these regional banks, fulfilling a réle closely 
analogous to that of the Board of Governors of the Federal Reserve System. 
The new bank will deal only with the Land Central Banks, whose accounts 
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it will keep. It will establish common banking policies and will ensure the 
maximum uniformity of policy in the several Laender. The Bank Deutscher 
Laender will effect clearings between the various Laender through the accounts 
kept with it by the Land Central Banks. It will act as banker to the Bi- 
zonal Economic Administration and to the Joint Export-Import Agency. But, 
apart from these operations and the issue of currency, it will be a centralizing 
and co-ordinating agency rather than a central bank. It is to be supervised 
by a Board of Directors, while executive power will be exercised by a Board of 
Managers. Asa symbol of the decentralization of Germany, the new organiza- 
tion is of great importance and significance. If it succeeds in the immense task 
= which it will be entrusted in the near future—the reorganization of 

erman currency—it will do so despite, and not because of, the clumsy 
presence with which it has been burdened. 


THE political and economic separation of the two dominions, India and 
Pakistan, will be carried one step further by the creation of a new central bank 
for Pakistan. The Government’s proposals announced earlier 

Central this year* have now been confirmed. Hitherto the Reserve 

Bank for Bank of India has acted for both dominions and its notes have 

Pakistan been circulating in Pakistan with an overprinted marking. 

Only such overprinted notes have been legal tender in Pakistan, 
though the overstamped currency has been commonly accepted in India. 
As from July 1, however, the task of issuing notes for Pakistan will be taken 
over by the Pakistan State Bank. This bank will have an authorized capital 
of 30 million rupees divided into shares of 100 rupees each. The Pakistan 
Government will hold 51 per cent. of the capital and offer the balance for public 
subscription. No single shareholder will be allowed to hold more than 500 
shares. The new bank’s constitution has been framed on lines very similar to 
those of the Reserve Bank of India. 

The overprinted Reserve Bank notes now circulating in Pakistan will be 
withdrawn and handed over to the Reserve Bank, and in return the Pakistan 
State Bank will receive an equivalent amount of gold, sterling or gilt-edged 
securities. Although sterling will provide the bulk of the backing for the 
Pakistan currency, it is interesting to note that the Government Order an- 
nouncing the establishment of the new bank lays it down that “ the central 
Government may, on the recommendation of the central board, declare the 
currency of any oe sn conmisy to be approved foreign exchange for the 
purpose of this order ”, i.e. as legal backing for the currency. 


THE expiry of the British mandate in Palestine and the troubled conditions 
that have recently obtained in that country have not interfered seriously with 
the normal banking machinery or with the issue of currency. 

Banking The commercial banks operating in Palestine have carried on 

. in their activities, more often than not under extraordinarily 
Palestine difficult conditions, but have maintained essential banking 
services. The currency arrangements remain unchanged. The 

Palestine Currency Board is still functioning and is ready to provide Palestine 
currency against payment of the sterling equivalent in London. The work of 


* See ‘ Indian Banking under the New Regimes ” in THE BANKER for April, 1948. 
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currency officers in Palestine has been hampered, but arrangements have been 
made by which Palestine banks may acquire stocks of Palestine currency in 
London by direct dealings with the Currency Board, and then take charge of 
the necessary transport and distribution operations. Banks in Palestine had 
anticipated the period of troubles that would occur after the departure of the 
British authorities and had accumulated substantial reserves of cash. In 
consequence no difficulties have yet been experienced on this score. 

On the eve of the termination of the British mandate the British Treasury 
announced that no further general releases from accumulated sterling balances 
would be authorized. This announcement followed the departure from Jeru- 
salem of the British officials in charge of exchange control. It was stated, 
however, that the Bank of England would be prepared to discuss applications 
for releases of sterling by individual banks in Palestine. Such releases have, 
in fact, been granted in respect of confirmed credits opened before zero hour, 
and most of the technical arrangements between the Bank of England and the 
Palestine banks wishing to transfer sterling from their No. 2 to No. I accounts 
are working smoothly. 


SomE of the facts of ‘“‘ departmental ”’ activities in the gilt-edged market during 
the Daltonian campaign have been brought to light in the recently issued 
Investment Accounts of the Unemployment Fund. Until 

Support 1945, the year in which the campaign opened, the Fund avoided 

for stocks having a maximum life exceeding ten years, but since 
“Daltons then it has plunged deeper and deeper into long-dated or 
optionally redeemable stocks. In the twelve months from 
April I, 1945, it put the whole of its new resources into Savings Bonds, 1965-75 
(£77 millions). In the following year £57 millions of new money plus £48 
millions switched from shorts went into a small increase in that holding and 
large purchases of the two Daltonian tap issues of 1946—£75 millions of 2} 
per cent. Savings Bonds, 1964-67, and £25 millions of 2} per cent. Treasury 
Stock (the one-way option “ Daltons’’). In 1947-48, 70 per cent. of the new 
money went into further purchases of “‘ Daltons ”’ (£55 millions) ; the remaining 
purchases comprised £134 millions of Savings Bonds, 1965-75, and £8 millions 
of the new Transport Stock (1978-88). Thus, at March 31 last, 49 per cent. 
of the whole fund (£531 millions) was in stocks with final dates, or merely 
optional dates, of 1967 or later. No less than £79.97 millions, moreover, was in 
a single security, the ill-fated ‘‘ Daltons ’’ which have no final date—a holding 
equivalent to one-sixth of the total issue of that security and to a much larger 
proportion of the amount originally held outside official quarters. 

Here are facts which plainly call for the most searching enquiry into the 
principles and technique of investment of departmental funds. In Parliament 
last month the Opposition levelled the most obvious charges. Why, it asked, 
was the policy radically changed as soon as the Daltonian campaign opened ? 
How could investment, on such a*scale, in long-dated and irredeemable stocks 
be squared with the objectives of a fund which had to have its resources readily 
available in any phase of unemployment ? Why had the Treasury substituted 
its own gilt-edged policy for the specific investment policy which the National 
Debt Commissioners, acting as trustees, were supposed to devise and execute 
for the particular objectives of an autonomous fund? What evidence, more- 
over, could the Treasury adduce to rebut the presumption that this supersession 
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of the traditional policy was in order to rig the gilt-edged market—first, in 
the general interests of Dr. Dalton’s drive for ultra-cheap money and, later, 
with the more specific object of dragooning the market before the terms of 
the nationalization issues were fixed ? 

Mr. Glenvil Hall, in a voluble reply, dealt with all these aspects simul- 
taneously and therefore answered none—which, perhaps, was his intention. 
In particular, it was impossible to discern whether he thought the principle 
of the autonomous fund ought to be and could be defended, or whether he 
regarded it as obsolete and hence was trying to defend the Government’s policy 
on its wider merits or demerits. In support, apparently, of the principle of 
autonomy and investment according to the specific needs of each fund, he 
contended that the change in tactics of the Unemployment Fund rested upon 
a decision taken “‘ before the results of the last General Election were made 
known ’’. What the decision was, or who made it, was not revealed; but 
one was led to infer that it derived from the hopes, in 1944-45, of better control 
of unemployment in the future than “ in the old days ’’ when “ the Fund was 
based on the assumption that there were trade cycles’’. In short, Mr. Hall 
would have us believe that a holding of 49 per cent. in long-term securities, 
including 15 per cent. in irredeemables, is strictly justified by the needs of 
unemployment finance—for a year in which the Economic Survey had given 
warning of “‘ wholesale ’’ unemployment if Marshall aid did not materialize. 

But, as if realizing the futility of such a defence, Mr. Hall then took his 
stand on an alternative argument which, in effect, destroyed the basis of the 
first. The Government did not, after all, believe in autonomy for these funds. 
Sir Stafford Cripps had said earlier that the purchases of “ Daltons” were 
made, not by the Treasury, but “‘ by persons responsible for the investment ”’. 
Mr. Hall converted this sophistry into “the proper people acting under 
authority, and according to instructions’’—and then admitted that the 
Treasury did the instructing. “It is quite obvious that the Treasury, acting 
for the Government, must have control of these funds and that the policy 
must be laid down by the Government of the day ”’. The instructions them- 
selves were unbelievably crude—to seek always the highest yield, and to 
“‘ invest ’’ the money as soon as possible. If this was the instruction sponsored 
by the Coalition Government, it was really most fortunate for a Chancellor 
who sought to out-Goschen Goschen. For such an instruction, given the 
ambitious presumptuousness of the terms upon which the Treasury Stock was 
launched, led the “ proper persons ’’ unerringly to the neglected “ Daltons ”. 
But why, given so simple and forthright a rule, were these persons so half- 
hearted in observing it? Why, after three years of pursuing this policy 
dictated for them by the Coalition Government, should they still have half 
the resources of the Unemployment Fund in securities with ten years or less 
to run? Why, above all, should they have still, as in 1944, £20 millions in 
floating debt ? Alternatively, if it is defensible to hold floating debt, what 
becomes of Mr. Hall’s other contention that the rule against keeping money 
uninvested compelled the Government to buy marketable securities at the 
best price they could get, because they could not “ control indefinitely the 
price that those securities will fetch”’? From this extraordinary collection 
of contradictory arguments, the seeker after truth can take his choice. But 
Mr. Hall must not blame him if he concludes that the Government did use 
these funds in an attempt to control prices—but failed. 
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The Monetary Factor in Gilt-edged 


HE gilt-edged market, which had borne the brunt of the unease caused 
TT» Sir Stafford Cripps’s ‘‘ once-for-all’”’ capital levy, has made a good 

recovery in the past month. In April, the slump which followed Dr. 
Dalton’s exacerbating talk of even more drastic action, eventually, carried the 
price of 2} per cent. Consols to within a few points of its lowest level—except 
for the panic phases of 1938-40—since the cheap money era established itself 
fifteen years ago. Yet at the moment of writing it is comfortably above its 
quotation on Budget eve, and some three points above the lowest marking 
after the Budget. It has been a dramatic turn-round—more dramatic, indeed, 
than the price movements reveal. The City has been bearish about gilt-edged 
for many months—ever since the collapse of Dr. Dalton’s hopes early last 
year. Even before the investment levy added a new reason for pessimism, 
many shrewd observers were expecting the market to recede from a yield 
basis of about 3} per cent. for irredeemables to 3} per cent. or more during 
the course of this year. Why, then, this vigorous recovery ? Obviously, the 
immediate response to the capital levy had been excessive, whatever the longer- 
term prospect for the market ; only {£50 millions is expected from the levy 
in this fiscal year and no payments fall due until January r. But the recent 
recovery has well surpassed the merely technical adjustment which was thus 
to be expected, though it has owed much to bear-cevering and even more to 
reinvestment of the Argentine rail debenture moneys. 

Does this mean that a major turning-point has been reached? Has the 
violent impetus of the slump which began during the fuel crisis exhausted 
itself at last ? No attempt will be made in this article to frame any complete 
forecast. Even if all the tangible factors could be estimated and appraised, 
the ultimate answer would depend upon investors’ whims and preferences, 
upon which one man’s guess may be as good as another’s. Yet, on this issue, 
not only do the fundamental factors lend themselves to analysis, but such 
analysis is indispensable to any sound judgment. It provides the basis from 
which the ultimate guesswork, in which we shall not indulge, must proceed. 

There is little doubt that in one sense a turning-point has indeed been 
reached—or will be reached during this year. One of the great tidal influences 
upon interest rates has begun to turn. That in itself does not mean that the 
whole course of interest rates is bound to alter, for its force might be resisted 
by opposite changes in other influences, such as those precipitated by fears of 
further political action against capital. But it does explain the speed with 
which the bears have lately been running for cover. Commenting last month 
upon the violence of the response to the levy, we remarked that “ investors 
have yet to understand the implications for gilt-edged of anti-inflationary 
budgeting . . . these aspects of the Budget might in the long run far outweigh 
the effects of the special levy, despite the undercurrent of malaise’”’. Since 
then City men have been taking note of the changing influence, but many 
find it hard to see precisely how it may be brought to bear, or what its relation- 
ship is likely to be to other major influences. The object of this article is to 
explain and appraise the fundamental budgetary and monetary influences, and 
to suggest a technique which may provide a useful approach to the problem 
of gilt-edged analysis as a whole. This exercise seems the more worth while 
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because of its particular importance for the banks. The budgetary and mone- 
tary influences upon gilt-edged concern the banks not only in their capacity 
of large investors, but in the whole of their basic activities. They are the 
fundamental influences upon the banking structure as a whole, setting the 
pattern for changes in deposits, advances and holdings of floating debt. 

For the purpose of this analysis, the factors bearing upon the gilt-edged 
market may be grouped into three categories : 

First, those that affect the capital budget for the nation’s economy as a 
whole—on the one hand, the demands for finance for development and 
maintenance of real capital resources at home (including re-stocking) ; and, 
on the other hand, the supply of savings provided by genuine abstentions from 
spending currently accruing incomes. 

Second, those which arise from the policy of the monetary authorities, as 
distinct from the fiscal and budgetary policy which plays a vital part in the 
factors in the first group. 

Third, the changing habits, preferences and whims of investors, both in 
employing their new savings and, especially, in changing or trying to change 
the form in which they hold accumulated savings. In this category are 
included also the actions of borrowers, in those cases in which their borrowings 
do not coincide with the need for additional funds for immediate employment 
in new outlay. The decision of a borrower to raise money before he needs it 
does not differ, in principle, from that of an investor who tries to increase his 
liquidity by turning existing security holdings into cash. The direct influences 
upon the market in this category are the actions of investors in preferring 
cash to securities (or property) ; fixed-interest securities to equities ; short- 
term securities to long-term ; domestic securities to overseas—and the con- 
verse in each case. The ultimate influences here are therefore almost as wide 
and as imponderable as the whole range of factors which influence men’s 
hopes, fears and prejudices. At present, the most specific of them are such 
factors as the possibility of a change of-government in Britain, the dangers of 
international politics, the fear of a further drive against profits and capital, 
the possibility of sterling devaluation. 

This rough description of factors in the third group is admittedly trite ; but 
when an attempt is being made to give precision to some factors in an equation, 
it is well to emphasize how imponderable are the others, lest definite assessment 
at some points be mistaken for firm forecast of the outcome of the whole. 
The three groups of factors may be briefly described as the capital budget 
or savings-investment factors ; monetary or interest rate policy factors ; and 
liquidity preference or market factors. The first two categories, considered 
together, are fundamental, in the sense that they determine the framework 
within which the numerous market factors exert themselves ; they also have 
important secondary repercussions upon those factors. The capital budget 
is the basic equation, conceived in real terms, between the demand for capital 
and its supply in the domestic economy ; it determines the basic framework 
of interest rates. The Government’s budgetary actions, as an article in last 
month’s issue of THE BANKER showed, are a vital part of that equation. If 
they are consciously and logically directed to wider economic objectives, there 
ought, properly speaking, to be no distinction between the directions in which 
budgetary policy and monetary policy are exerting their effects. But in 
practice there have often been wide divergencies. Whenever these exist, 
whenever the Government, in its réle of monetary controller, seeks a specific 
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level of interest rates, of bank deposits, of prices, or of floating debt—to mention 
the principal targets selected at various times in the past—which is not in 
harmony with the capital budget factors, monetary policy emerges as a distinct 
factor to alter the size or distort the shape of the basic framework. Dr. Dalton’s 
drive for ultra cheap money, setting a particular long-term rate of interest as 
an overriding objective, is the clearest instance in modern times of a distorting 
monetary policy in this sense ; although it should be noted that this objective 
was less in conflict with his budgetary policy (for that, too, proved to be infla- 
tionary) than with the wider economic policy which tried to determine the 
shape of the savings-investment balance sheet solely by physical controls. 


INVEsTORS’ LiguipDITyY PREFERENCES 

The relationship between the first two groups of factors and the third is 
now easily definable in crude terms—ignoring, that is, the complicated inter- 
actions between the groups. The first two factors determine how much money 
is available to the community. The first factor decides whether more or less 
money is needed to equate the real demand for capital to the supply, at the 
existing level of prices and interest rates. The factor of monetary policy, if 
strictly in harmony with budgetary policy, will try to ensure that the supply 
of money conforms to this pattern ; if it follows a separate objective, it will 
perforce create less or more money than the balancing of the capital budget 
at the existing price and interest level would have required. But, whichever 
of these circumstances obtains, the resultant supply of money necessarily 
determines the proportion of the whole existing volume and flow of savings 
that can be held in cash. The liquidity preference factor then comes into play. 
If the public as a whole wants to hold more cash than the supply available, 
its efforts to turn securities (or property) into cash will force down security 
prices to the point at which people are willing to hold them in preference to 
cash ; this selling pressure will not increase the supply of money unless the 
monetary authorities increase the supply of bank cash to provide the basis 
for operations, whether direct or indirect, designed to support the market. 
Conversely, if the fundamental factors give the public a larger supply of cash 
than it wants to hold, the efforts to turn cash into securities (or property) will 
force up prices until the excess demand is satisfied (because those then holding 
money prefer liquidity to low yields) but will not reduce the supply of money 
unless the authorities intervene to restrain the movement. 

The connexion between the volume of money and the level of gilt-edged 
prices is not, of course, so close as this oversimplified and static analysis may 
seem to imply. In the first place, it ignores the dynamic repercussions of 
changing interest rates upon the capital budget itself—that is, upon real 
demands for capital and new acts of saving, as distinct from mere switches 
between cash and securities within the existing volume of past and accumu- 
lating savings. The stronger the physical controls over employment of real 
resources, the less is this a distorting factor ; but, even in present conditions, as 
Daltonian experience has shown, the distortion caused by the interplay between 
changing interest rates and the volume of real expenditure may be very large 
—given a monetary policy which had aggressive objectives of its own. Secondly, 
and perhaps more important, the analysis relates to all securities and other 
assets in which savings are held. A phase in which the public was given a 
larger volume of money than it wanted to hold could be a phase of falling 








158 THE BANKER 


gilt-edged prices, if the whole pressure to employ surplus money was concen- 
trated in the equity markets—as happens during a period of cumulative 
inflation. Conversely, an insufficient supply of money to satisfy liquidity 
pressures could coincide with a rising gilt-edged market. But the natural 
connexion between liquidity factors and gilt-edged is normally so close that 
in the long run the monetary factor is bound to have great weight, and is 
neutralized only when fundamental changes are taking place in investors’ 
habits. It should be noted, too—though this anticipates the more detailed 
analysis—that the more nearly the nation’s capital budget is to equilibrium, 
the more likely is it that the monetary factor will be decisive—unless strong 
political influences press discriminatingly against gilt-edged. 


EMPLOYING THE BUDGET SURPLUS 


What, now, is the prospective shape of the basic framework which is 
changing so significantly ? Investors have begun to grasp the fact, discussed 
fully here last month, that at last we have had a budget which honestly seeks 
to achieve a basic equilibrium in the nation’s economy as a whole. They are 
realizing, too, that undue concentration upon the investment levy gave a 
misleading impression. It is true that the levy makes no contribution to the 
anti-inflationary factors in the capital budget ; in the long run, indeed, if it 
is the sustained deterrent to savings which many people fear, its effect would 
tend to be inflationary. But although, for the short run, the yield of the levy 
must be omitted from the savings-investment equation, it is now recognized 
that the budget proposals as a whole came near to achieving a non-inflationary 
equilibrium. This means that the Government has not only a large genuine 
surplus, but probably a sufficient surplus. 

What does this mean for gilt-edged and for the banking system? The 
Government this year will have a surplus available for debt redemption. If 
it follows a “ neutral” monetary and gilt-edged policy—a policy in harmony 
with its anti-inflationary budgeting and its specific cuts in the nation’s pro- 
gramme for new capital outlay—this surplus will be employed in redeeming 
borrowings from the banking system, not borrowings from the public. A volun- 
tary redemption of debt held by the public could be achieved only by depart- 
mental purchases of securities on the market—that is, by following a Daltonian 
strategy in which ‘“‘ monetary” policy was far from being neutral. Such 
a policy would prevent the anti-inflationary factors in budgetary policy from 
exerting their effect, wholly or partially. In the City and among economists, 
it is therefore widely assumed that the surplus must be used to repay floating 
debt. But in fact, for the purpose of ensuring that the total supply of money 
conforms to the pattern of the capital budget, it does not matter what kind 
of debt is repaid, provided the repayment is made to the banks. For this 
purpose, official purchases of gilt-edged securities from the banks would serve 
just as well as redemption of Treasury deposit receipts or tender Treasury 
bills. The pre-war principle, never very firmly established, that the total 
volume of bank credit was determined not only by the volume of bank cash 
but also by the liquidity structure of other bank assets, has little relevance 
now that the banks are expected to keep their cash ratios virtually inflexible. 
The choice of which securities to redeem is therefore made in a narrower 
and more technical sphere of monetary policy which is most unlikely to 
come into conflict with the basic aims of capital budget equilibrium ; it is 
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principally important in the technical management of the gilt-edged market, 
and is especially relevant to the “ spread’ between yields on short, medium 
and long securities. 

In one vital respect, however, the principle of a neutral monetary policy 
does require the monetary authorities in the City to follow a highly flexible 
and discriminating technique. If they are to keep their policy in step with the 
wider aims, the objective in principle must be to ensure that the total supply 
of credit is no greater (and also no less) than is required to finance the capital 
programme in the non-inflationary fashion contemplated in the capital budget. 
{n practice, this is a formidable task, as may be gauged from the fact that the 
theoretical ideal is for the supply of cash to the banking system to be varied 
sensitively from week to week—even from day to day—to ensure that, at the 
target cash ratio, it nicely conforms to the net “ legitimate’ demands for 
bank credit ; if by “ legitimate ”’ is meant, in this context, a demand which is 
within and necessary for the capital programme. From this it follows that the 
effect, considered in vacuo, of the employment of the budget surplus would 
be to cause a fall in bank deposits; the money paid from private banking 
accounts to the Government to provide the surplus would not be returned to 
circulation but would be used to relieve the banks of a roughly corresponding 
volume of earning assets. Momentarily, the volume of bank cash being 
unchanged, the cash ratio would be increased; but the Bank of England, 
following its normal day-to-day technique, would quickly dry up the excess 
cash in the short loan market, and the normal cash ratio would be restored. 

Will this sequence in fact happen ? Many in the City assume that it will, 
and, reasoning thus, find it hard to see how the process can affect gilt-edged. 
Others find a similar dilemma in the domestic repercussions of Marshall aid, 
which they believe will provide a sterling fund to add to the resources available 
for debt redemption ; and a favourite topic of debate is whether the segregated 
proceeds of sales of Marshall goods will be used to reinforce the budget surplus 
in forcing down bank deposits or whether they will be employed in the gilt- 
edged market. In fact, none of these speculative arguments is well founded ; 
the Marshall argument, indeed, contains the same fallacy as we tried to explode 
last month in the context of the effect of Marshall aid upon the budget. In 
each of these cases, the fallacy arises from concentrating exclusively upon the 
effects of single factors in the capital budget equation. 


GOVERNMENT REDEMPTIONS—AND INDUSTRIAL BORROWINGS 


To discern the effects of the capital budget upon the gilt-edged market and 
the banking system it is necessary to translate it into the mechanical and 
institutional processes by which the requisite savings may be expected to be 
generated and the capital outlays financed. On the official estimates, as last 
month’s article showed, the gross sum to be financed in this calendar year is 
£1,800 millions, and, if there is to be a non-inflationary equilibrium, the whole 
of these resources must be provided either by net imports from abroad or by 
new savings effected out of domestic incomes at the current level of prices. 
Part of this expenditure will be incurred by the Government, which will also 
have at its disposal an important part of the savings and other sources of 
finance. The remaining expenditure will be incurred by the private sector of 
the economy, where also the remaining savings will accrue. From the point 
of view of the gilt-edged market and the volume of credit, all that matters is 
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the state of the budget as a whole; the distribution of debits and credits 
between its two components, the Government sector and the private sector, 
is in principle immaterial. It is evident that, if the whole budget is balanced, 
any surplus on the Government account must be offset by a deficit on the 
private account—a truism which deserves to be stated because failure to notice 
it explains most of the fallacious reasoning in the City in recent months. 
With this warning, it is well to consider the two accounts separately— 
even though some items can be only roughly estimated and apportioned 
between them. The surplus for public authorities is officially estimated at 
£400 millions, taking no cre edit for the special levy (which does not fall within 
the calendar year). This “ revenue” surplus necessarily excludes sums set 
aside for depreciation and net receipts from National Savings, which may 
aggregate {225 millions. On the other hand, it is computed before charging 
(r) such capital transfers as war damage and E.P.T. refunds, and also 
redemptions of tax certificates—say, {260 millions ; and (2) all public sector 





TABLE I 
PUBLIC SECTOR CAPITAL ACCOUNT, 1948 
({mns.) 
RECEIPTS EXPENDITURE 
Revenue Surplus i aa ia 400 Capital Transfers : 
Net National Savings .. “a i 75* War Damage .. it aa 140 
Maintenance Provisions. . ‘a - I 150 E.P.T. refunds xa ae 20 
-~-~ Tax Certificates repayment. . 100 
025 — 2% 
Capital Formation : 
Net receipts from Overseas (i.e. Britain’s Housing . 230 
external deficit on Current Account) 250 Coal, Cotton, ‘Overseas De- 
velopment, etc. .. . 7° 
Other (including mainte nance) 250 
Less Sale of Surplus Stores .. - 140 
4/0 
Surplus for debt redemption + . . a.  2ee 





875 875 
* This may be optimistic, but it allows for a prospective reduction in maturities of Defence 
Bonds and in withdrawals from Release Benefit Accounts, neither of which is included in the 


official published figures. 
+ Including retirement of Bank of England notes, if the reduction in the active note circulation 


continues. 
outlays on gross capital formation included in the £1,800 millions programme 
for the whole domestic economy—these outlays may be put at about £550 
millions minus {140 millions of receipts from sale of surplus stores. From 
domestic sources, therefore, public authorities will have about £625 millions 
available to finance expenditures totalling about £670 millions. 

There will also be large net receipts of sterling from external sources. 
These receipts, however, will not be equal to the gross nominal receipts from 
sales of dollars or gold (drawn from reserves, the I.M.F., or the dollar credits) 
or from sales of “‘ Marshall” goods, for not all of these sums will accrue to 
the Exchequer in cash. Part of the hard currency thus secured will be needed 
to meet the dollar deficit of other countries which are fed from the London 
pool. The remainder will finance Britain’s own hard currency deficit, but 
that is expected to be substantially larger than her external deficit as a whole: 
in other words, Britain will again have a surplus with the non-dollar world, 
and her debtors will finance themselves either by running down their sterling 
balances, most of which are at present lent to the British Treasury, or by 
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specific borrowings in sterling. In either case, the central Government will 
have to provide the sterling which these countries spend (on unrequited exports 
or in purchases of hard currency from the pool).* Hence the Treasury’s net 
sterling receipts from overseas sources will approximate to Britain’s net 
external deficit on current account. For the purpose of his anti-inflationary 
budgeting, the Chancellor took this net deficit to be £250 millions—say, £400 
millions deficit in hard currency, minus a surplus of £150 millions on other 
payments overseas. 

On the basis of the official estimates (where these are available), the pro- 
spective capital receipts and payments of the public sector would therefore be 
approximately as shown in Table I. The Government would have a net 
surplus of about {200 millions, and, if it follows a neutral monetary policy, 
would use this to redeem debt (probably T.D.R.s) due to the banks. 


FINANCING INDUSTRIAL OUTLAYS 
This repayment would not, however (except perhaps momentarily), be 
reflected in any reduction in the volume of money, because of the net require- 
ments of the private sector to finance its share of the capital programme. 
Of the estimated total of £1,800 millions, only £410 millions has been assumed 


TaBLe II 
PRIVATE SECTOR CAPITAL ACCOUNT, 1948 
(£mns.) 
RECEIPTS EXPENDITURE 

From Current Income : Capital formation and maintenance .. 1,390 

Maintenance Provisions oa a 650 

Undistributed Profits. . 

Personal Savings (less net National 375t 

Savings included in Table I) 

From Capitai Receipts : 

War Damage .. oe se se 140 

E.P.T. refunds 20 
Net borrowing (financed “by new bank 

credit) B 205 





1,390 1,390 





to be centrally financed, so that {1,390 millions would remain to be financed 
privately. If total depreciation provisions out of current revenue are put at 
{800 millions (they were £775 millions in 1947), the amount set aside in the 
private sector would be {£650 millions. A further {160 millions would be 
available from war damage receipts and E.P.T. refunds. Finally, if the whole 
capital budget is in balance at the level assumed by the Chancellor, about 
£375 millions would be available from private savings.t As Table II shows, there 
would be a deficit in the private sector corresponding to the surplus on the 
public sector. This residual need for finance could be met only by additional 
credit from the banks, and, given a “‘ neutral’’ monetary policy, it would 
be so met. Rising demands for credit by the private sector would therefore 








* If the sterling balances which are run down were not previously lent to the Government 
but were held in bank deposits (or in securities later sold to the domestic public), the effect upon 
the capital ety: as a whole would be the same, but it would be exerted in the private sector 
instead of in the Government sector ; i.e. both the net surplus in the latter and the net deficit in 
the former would be correspondingly larger than the accompanying pro forma tables suggest. 


t This assumes net private savings of £350 millions— including net National Savings and 
allowing for dissaving through net redemptions of tax certificates (i.e; 375 + 75 — 100). 
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offset the falling demands of the public sector. If the liquidity preferences 
of the public are assumed to be neutral, and monetary policy is also neutral, 
equilibrium on the nation’s capital budget necessarily implies equilibrium in 
bank deposits, whatever the size of the Government surplus. 

This does not mean, however, that specific bank finance for private capital 
outlays would be provided only by bank advances, or only to the amount 
of the net deficiency on the private sector account. Necessarily, the depre- 
ciation set aside and profits retained by individual companies out of current 
earnings and their war damage and E.P.T. receipts (if any) will not match 
their particular capital outlays. Some will have a surplus, some a deficit. 
The latter will finance themselves by liquidating gilt-edged investments, by 
issuing new capital, by private borrowing, or by bank advances. The former, 
given the assumption of “ neutrality” in investors’ preferences for holding 
cash, will employ their surpluses of new savings in taking up these securities 
or in making these loans. But, provided the banks purchase securities or 
make advances to the extent of the total deficiency in the private sector, the 
public’s demand for securities at the existing level of interest rates will neces- 
sarily balance the additional offerings. Hence, on the same theoretical assump- 
tions, capital budget equilibrium also implies interest rate equilibrium. 

But suppose the capital budget is not, after all, in equilibrium. If it were in 
deficit, as it certainly was under Daltonian finance, the shortfall of spontaneous 
savings available to absorb the offerings of securities required to finance new 
capital formation would tend to raise interest rates even if investors’ preferences 
remained neutral. Then the rise could be checked, if the capital programme 
were not reduced, only by a net creation of bank credit to supply the overall 
deficit. If, simultaneously, investors were also seeking increased liquidity, yet 
another dose of credit creation would be needed if the authorities tried to 
restrain the market. And either type of credit creation might foster cumulative 
inflationary processes which would further unbalance the capital budget. 


EFFECTS OF MARSHALL AID 

It is from pressures of the first kind that Sir Stafford’s anti-inflationary 
budgeting should provide relief. But in fact—ignoring the factor of investors’ 
preferences—it could even exert a positive force in the opposite direction. As 
last month’s article showed, on the official estimates of capital outlay, the 
Chancellor’s budgeting assumes a very modest contribution from private 
savings. If savings were perceptibly larger than the relatively modest sum 
required to achieve equilibrium, the surplus cash retained out of incomes and 
profits would tend to bid up security prices—unless investors’ malaise inten- 
sified their desire for cash or unless the authorities adopted a positive policy 
designed to prevent a fall in interest rates. Admittedly, as we pointed out 
last month, total domestic capital outlays are unlikely to be kept within the 
official {1,800 millions programme. But the additional strain imposed on this 
side of the balance sheet is not likely to be greater than the additional relief 
which may be expected on the other side—because the net receipts from over- 
seas sources have also been under-estimated. For the first four months of the 
year, Britain’s net external deficit has been running at an annual rate far 
above the £250 millions originally estimated for the full year. 

Moreover, although this original estimate was not framed entirely without 
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regard to Marshall aid, the fact that such aid will be received is likely in itself 
to mean that the deficit on dollar transactions will be larger than was assumed 
in the first official estimates. But the revision that ought to be made to the 
Chancellor’s capital budget estimates in order to allow for Marshall aid is 
certainly much less than the gross amount of the aid to be expected, for the 
U.K. deficit with the dollar area was already reckoned at an annual rate of 
£300 millions, apart from U.K. dollar expenditure in other countries. Marshall 
aid will alter the shape of the capital budget, as shown in the accompanying 
tables, only to the extent that it raises the dollar deficit beyond the large 
sum already assumed. 

It is in this sense, and this alone, that Marshall aid affects the gilt-edged 
prospect. It operates upon the domestic capital budget and upon the gilt- 
edged situation only through its effect on the size of the external deficit and, 
consequentially, upon the country’s net sterling receipts from that deficit. 
There is no magic for gilt-edged, or for any other aspect of the domestic 
economy, in the formula requiring “ segregation ”’ of the proceeds of that 
portion of the aid received in gifts. This formula could have specific effect on 
the gilt-edged market only if Mr. Hoffman gave such detailed directions for 
reinvestment of the proceeds in particular securities that no device of British 
monetary management could suffice to smooth out the resultant distortion of 
particular security prices. Such irrational behaviour by the E.R.P. Adminis- 
trator is quite unthinkable. On any rational assumptions, the device of segre- 
gation, as such, should have no tangible effects ; it would be merely a technique 
of Government book-keeping. 

* 

The conclusion which emerges from this long analysis may be briefly stated. 
Thanks to Sir Stafford’s conservative policy, the capital budget factor is 
likely, on the official estimates, to support the security markets, because of 
the probability of a net surplus of savings at current levels of interest rates ; 
and, although the official estimates will probably not be realised, the errors 
will tend to compensate one another and may even accentuate the surplus of 
savings. But the existence of such a surplus will not raise gilt-edged prices if 
investors’ desire to hold cash grows still stronger or if, despite dividend limita- 
tion, they try to switch from fixed-interest securities into equities. If these 
“market ’’ factors remained neutral and if, in consequence, gilt-edged prices 
began to rise, the authorities would be likely to refrain from taking purely 
monetary action to restrain the movement. 

Yet it would be wrong to allow the excess savings to run to waste. A 
genuine excess would show itself in increasing unemployment, which would 
certainly lead to demands for tax concessions (i.e. a reduction_of the “‘ savings ”’ 
effected through the Government sector). But the right policy, if the unem- 
ployment were not demonstrably due mainly to the movement of workers from 
the less essential to the more essential industries, would be to relax the tight 
rein upon capital development in the private sector (i.e. to increase the real 
demand for savings). Mr. Morrison’s emphasis, at last month’s Labour rally, 
upon the need for industrial re-equipment ought to mean that this is the policy 
which would in fact be adopted. If the Government can seize this opportunity 
when it arises, it will do much to strengthen the national economy—but at 
the cost, for holders of gilt-edged, of neutralizing or at least reducing the benefit 
which Sir Stafford’s conservative finance should otherwise confer. 
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Must Europe Devalue ? 


HE need to devalue some, if not all, European currencies is very much 
Ti danger of becoming an obsession in Washington. We have recently 

been regaled with a series of pronunciamientos on the subject from members 
of the U.S. Administration, the International Monetary Fund, and, last but 
not least, the Nationa] Advisory Council itself. The N.A.C. statement, coming 
from what is the chief economic policy-making body within the U.S. Adminis- 
tration, deserves special attention. Its remarks on devaluation occur in a 
long report to Congress on the activities of the International Monetary Fund 
and the International Bank for Reconstruction and Development. The report 
points out that “‘ When the National Advisory Council believes that a country’s 
exchange rate is imposing an unjustifiable burden on its balance of payments 
the United States Government would, after discussion with the Government 
of the country concerned, require that country, if a member of the Fund, to 
raise the problem with the Fund and to use the Fund’s procedures before 
making an adjustment’. This remark, it should be added, refers to recipient 
countries under the European Recovery Programme. 

The gist of this attitude can occasion little surprise or resentment. It is 
natural that the United States, as donors or investors of large sums under 
the E.R.P., should wish to exercise close scrutiny of the economy of the 
Marshall countries and should keep a sharp look-out for factors in their economic 
situation which might deprive them of the fullest benefit of the assistance they 
are getting under that programme. There is here no question of direct dictation 
to the Marshall recipients or of intrusion into matters which are wholly domestic 
policy. If the European countries in question are members of the International 
Monetary Fund and are in a position of fundamental disequilibrium owing to 
the divergence of their exchange rates from their economic parities, they owe 
it to co-members of the I.M.F. to correct that disequilibrium. Under the 
I.M.F. agreements, however, the initial step should lie with the member 
himself. What the National Advisory Council proposes is that the initiative 

might be taken by the United States, by suggestions to the member concerned. 
Even if the voice of the United States carries a long way in the deliberations 
of the I.M.F. in Washington, it would still be fanciful to describe the latest 
pronouncement of the N.A.C. as an intrusion by the United States into the 
economic affairs of the recipient countries. 

This concentration on the purely exchange problem may be a symptom 
of the impatience with which so many American observers contemplate the 
morass into which European trade and payments are becoming bogged. Al- 
though the E.R.P. is now ge tting under way, there is yet no sign of any easing 
of the basic problem of Europe’s deficit. On the contrary, all : recent ev idence 
suggests that the world’s foreign exchange crisis is increasing in intensity. 
More countries are being drawn into the vortex of exchange difficulties. South 
Africa—as a subsequent article shows—is running a vast deficit, the effects of 
which have in part been veiled by an inflow of capital but which threatens the 
Union with a serious external reserves crisis in the near future and may lead 
it either to ask for a partial repayment of the gold loan made to the United 
Kingdom or to raise dollars from the International Monetary Fund or the 
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International Bank. Sweden is becoming desperately short of sterling as well 
as dollars. France is running through its few remaining sterling resources at 
an alarming pace. Canada is still in serious trouble with its U.S. dollar deficit 
and has not helped the solution of its difficulties by postponing remedial 
measures to the last possible moment. 

This world problem of distorted balances of payments has two main facets. 
The first is the general dollar deficiency. This is the facet most obvious to 
observers in Washington, which accounts for their plea for devaluations. But 
this plea is usually made without any adequately discriminating appraisal of 
the problem. It would be fair to say that, in effect, the United States is 
asking for a revaluation of the dollar in terms of all other currencies. That is 
the true perspective of America’s attitude to the world exchange problem. 
Subsequent events may conceivably prove this to have been the correct 
diagnosis of what is needed—whether or not it happens. 

The second aspect of the problem of distorted balances of payments is the 
dis-array within the deficiency group in which, although every country has a 
deficit with the Western Hemisphere, some are creditors and some are debtors 
towards each of their fellows. 

For this chaos of international balances of payments there are three sets 
of causes. The first is obvious—the physical and financial damage of war. 
These influences need no emphasis. Whether they derive from the obliteration 
of an industrial area such as that of the Ruhr, or from the sacrifice of overseas 
investments such as that offered up by Britain, they must leave an ugly mark 
on the balances of payments. The gaps they have created cannot be filled 
overnight. The European Recovery Programme is one of the means of providing 
time in which the gaps may be filled by normal constructive processes rather 
than by drastic reductions in standards of living. 

The second group of causes is more subtle. It arises from the fact that 
lend-lease, mutual aid and the piling up of international debts during the war 
have kept in being channels of international trade which used to be normal 
but may now have become wholly abnormal. This extension of international 
credit may have perpetuated a distribution of trade which has no permanent 
qualities and could not operate to-day if the countries of the world were 
expected to pay their way. One of the main dangers of the European Recovery 
Programme is that it may involve a persistence and intensification of this 
tendency and may blind the world to the need for adjusting trade, and ulti- 
mately standards of consumption, to directions and levels that can be main- 
tained without hand-outs or exceptional credits from the United States. 

A third category of reasons for the present unbalance of international 
accounts is the prevailing artificiality in exchange rates. It is on this particular 
set of phenomena that the present attention of the U.S. Administration and 
of the International Monetary Fund is focused. When the I.M.F. began 
operations it accepted most of the parities notified to it by the member coun- 
tries, though admitting that many of these parities were artificial and unlikely 
to be permanent. The I.M.F. authorities acted as they did because there was 
no real alternative open to them. In the prevailing conditions they could not 
have calculated and tried ‘to dictate a new set of parities which would have 
commanded confidence or been likely to endure. They therefore decided to 
accept—with all necessary reservations—the prevailing structure of exchange 
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rates, and to keep an open mind about the problem of revision. The criterion 
to which the Fund has looked in justifying its acceptance of the prevailing 
rates of exchange has been the export trade of the countries concerned. It 
has asked simply whether the exchange rate has imposed any handicap on a 
country’s export trade. It has not looked to the alternative test, namely, 
the effect of the exchange rate on import trade, because in the prevailing 
scarcities the volume of a country’s imports is not determined by price con- 
siderations, but by availabilities of supply and, even more, by availabilities of 
exchange reserves. 

These explanations and self-justifications by the International Monetary 
Fund were set out in the report on exchange rates which it recently prepared 
for the Economic and Employment Commission of the United Nations. This 
document comes to the conclusion that, judged by the test of the handicap 
which excessive prices impose on export trade, a number of countries are now 
seen to suffer from currency over-valuation and may have to devalue in the 
near future. The report goes on to emphasise, however, that when a country 
is suffering from progressive inflation, a change in parity will not be effective 
in assuring the continued flow of exports. The change in parity should be 
preceded by a forceful programme to stabilize the domestic economy. The 
I.M.F. therefore proceeds to argue that where there is no immediate prospect 
of bringing rapid inflation under control, a fluctuating exchange rate can be 
justified as a means of permitting exports to flow until the situation improves. 
Indeed, the Fund even expounds the case—though it does not accept it—for 
multiple currency practices such as those adopted by France, showing that 
such devices are a reflection of the difficulty experienced in time of inflation 
of restricting imports through the exchange rate. It emphasizes that exports 
from the rest of the world to the dollar area have not been as large as could 
reasonably have been expected, but adds in this context that a general change 
in parities would not solve the problem of dollar shortage. It believes that 
adjustment of exchange rates might make some contribution to the solution of 
the balance of payments problems in general; but sees no justification for 
any concerted adjustment of parities. On this subject the report states: 
“The adjustment of a parity to the international economic position of a 
country is a problem that the Fund can best deal with by taking each separate 
case as it arises. The Fund will not hesitate to urge on countries domestic 
measures to assure that the parities they now have can be sustained without 
onerous restrictions on international trade. The Fund will be prepared to 
discuss with any country a change in parity that may be necessary to permit 
its trade development. The Fund will not insist on the empty shell of exchange 
stability if this has the effect of hurting a country’s economy and the expansion 
of world trade ”’ 

Looking back on the past eighteen months and on a policy which found its 
expression in the maintenance of stable, though artificial, rates of exchange 
among the greater part of the membership of the International Monetary Fund, 
one may question whether too much has not been sacrificed to the appearance 
of stability. Sham stability can be extremely costly, as Britain discovered 
between the years 1925 and 1931. Despite all the difficulties that would have 
been encountered in trying to establish a more rational exchange relationship 
within the membership of the I.M.F., it is still open to doubt whether the 
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disparities and artificialities that have been allowed to endure have not done 
more damage to the restoration of international trade and to the recovery 
of production than this report of the I.M.F. is prepared to admit. 

The U.S. authorities, however, show no such tendency as the I.M.F. towards 
extreme caution in facing the subject of exchange adjustments. Although, 
since the N.A.C. and I.M.F. statements appeared, Mr. Snyder has emphasized 
that there is ‘‘no immediate prospect’ that the United States will require 
Marshall countries to devalue, the prevailing view in the U.S. Treasury is that 
the weapon of devaluation could be wielded far more vigorously and fearlessly 
and with good effect.. This view does not ignore the point, well made in the 
I.M.F. report, that devaluation will achieve nothing unless accompanied by 
measures designed to achieve monetary stabilization within the countries 
concerned. In fact, all the influence America has brought to bear in devising 
the Marshall plan has striven to give a high priority to such stabilization, 
including the regeneration of public finances. Monetary stabilization, how- 
ever, is inevitably a comparatively slow process, and this in its turn must 
postpone the definitive adjustment of exchange rates. Where glaring dis- 
parities exist, they will have to be cured by devaluation measures such as 
those recently put in train by Italy and France—though not, it is to be hoped, 
by measures in such defiance of the Fund’s guidance as was shown by France. 
But even more orthodox adjustments, if made at any early date, could not 
hope to establish rates at an enduring equilibrium. It would be mere accident 
if a rate chosen as appropriate now proved to be equally appropriate a few 
years hence. 

These questions of exchange adjustments are, therefore, comparatively 
long-term measures from which little immediate advantage could be expected. 
While the adjustments are taking place, while national finances are being 
overhauled, international trade and particularly trade within Europe must 
go on, and must, if possible, be expanded. European trade is still contracting. 
The main reason for this is that the few net creditors in intra-European trade 
have already reached the limit of their willingness, under present conditions, 
to extend credits to others in the group. This is not merely a question of 
unwillingness to run additional credit risks but of unwillingness to endanger 
the fundamentals of economic stability in their own domestic economies. 
Belgium, for example, is already suffering from some over-valuation of its 
currency and must certainly be reckoned as among those countries to which 
the suggestions of devaluation are directed. This tendency towards over- 
valuation is bound to be increased if Belgium is called upon to continue its 
tecent practice of selling goods to other European countries on credit. The 
hopes which some had founded upon the European clearing scheme operated 
by the Bank for International Settlements, have been largely disappointed. 
Given the distortion of balances of payments within Europe and the fact that 
certain countries tend to be persistent creditors while others are persistent 
debtors, there was only narrow scope for compensation of the resultant balances 
unless the creditors were prepared to swap their credits in such a way as to 
increase their commitments in particular debtor countries. 

The serious effect on intra-European trade of this distortion of balances 
of payments, and of the understandable reluctance of creditors to continue to 
sell on credit, naturally gave this whole subject the highest priority at the 
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recent meeting of Finance Ministers of the five signatories of the Brussels 
Treaty. The outcome was a scheme—details of which have still to be confirmed 
and announced—comprising two new features. It contemplates, first, the 
extension of the overdraft limits for financing intra-European trade, by using 
for this financing part of the local currencies deposited against Marshall grants. 
Secondly, it proposes that gold for the conversion of uncleared balances should 
be secured by inducing the member countries to buy dollars for this purpose 
from the International Monetary Fund. The feasibility and acceptability of 
this scheme, which has been submitted both to the sixteen Marshall countries 
and to the Economic Recovery Administration in Washington, thus depend 
upon two large assumptions, and whether they can be satisfied depends 
chiefly upon the attitude of America. The first is whether Mr. Paul Hoffman 
will allow the local currencies that will be deposited against E.R.P. grants 
to be put into circulation in the depositing country in order to finance its 
unrequited exports to other Marshall countries. On this score some objections 
may be expected from Washington, which is bound to ask why it is necessary 
to disguise international credits of this kind, and why the particular veil 
should be sought in E.R.P. There is not, in fact, any logical answer to these 
questions. The economic realities and effects of financing the French deficit 
with the sterling area, for example, will be precisely the same whether the 
sterling overdraft granted by Britain to France is charged specifically to the 
British Treasury or accounted, as a mere device of bookkeeping, against the 
sterling deposited against E.R.P. grants to Britain; the real effects would 
be the same, too, if another variation, discussed between Belgium, France and 
Britain, is adopted—the transfer to France of some of the sterling now held 
immobile on Belgian account. To cloak these operations under the European 
Recovery Programme may cause considerable confusion and blind the countries 
concerned to what is, in effect, taking place. 

As for the second assumption, it depends on the willingness of the Inter- 
national Monetary Fund to go back on its recent decision that countries which 
receive Marshall aid should in the first place fill their dollar requirements from 
that particular source and should have access to the Fund only in quite excep- 
tional circumstances. That decision was reached as a result of U.S. initiative 
in the Fund, and it seems unlikely that it will be reversed, even though the 
United States professes the greatest interest in getting intra~-European trade 
moving smoothly again, There is a possibility, of course, that some lubrication 
of dollars may be applied to trade within Europe by making European countries | 
eligible as markets from which “ off-shore’’ purchases will be made with | 
Marshall dollars. There have already been indications that such “ off-shore ” 
purchases will be made from Western Germany and also, surprisingly enough, 
from Poland. The scope for such operations, however, is likely to be very 
narrow ; the E.R.P. appropriation for the first twelve months will be too small 
to cover the direct deficit of the recipient countries to the Western Hemisphere. 

What, then, is to happen? Marshall aid will fill only part of the world’s 
dollar gap. The only ultimate remedy lies in the recovery of European pro- 
duction on a scale and pattern sufficient to expand Europe’s exports to the 
dollar area and/or reduce its need for dollar imports. It is hard to see the 
means by which the requisite expansion and changes are to be brought about. 
Among the pre-requisites are the financial measures to which the I.M.F., in 
particular, attaches such importance. As has been shown, these measures— 
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the general stabilization of national finances and the ultimate realignment of 
currencies in accordance with economic realities—will take considerable time 
to develop. Yet these measures, important though they are, are no more 
than complementary to the vital action which is needed in the sphere of 
production—action which presents difficulties even more formidable than 
those in the sphere of finance. It is hardly surprising, therefore, that many 
informed observers view the situation with such gloom as to envisage a real 
seizing up of the machine of international trade and payments, resulting in a 
slump embracing many countries in and outside Europe and thus in a general 
fall in the level of prices which then—but only then—may bring some easement 
of the crucial problem of the European balance of payments. Europe may 
indeed yet have to pass through the fiery furnace ; but to accept this as the 
only and inevitable way to ultimate economic regeneration and sanity would 
surely be an admission of the bankruptcy of human intelligence. The key to 
the whole problem lies in production, and in this vital matter there are already 
small and unmistakable signs of improvement in the European economy. 

But if progress is to be made towards the goal, it cannot be sufficiently 
emphasized that a blind and indiscriminate expansion of production, however 
vigorous, would not provide the solution. What is needed is more production 
of the vital goods which now are so desperately scarce, and less production of 
the least essential goods unless these can command a dollar market. Moreover, 
the drive must be for a balanced and integrated system of production within 
the Marshall group as a whole. Thus in serving the cause of expanding trade 
within Europe, the participating countries must beware of making trade 
expansion an objective in itself, or of maintaining and developing classes 
of trade which are in fact dependent upon grants from the United States. 
Economic salvation cannot be found by a process which, however much it 
may expand intra-European trade, consists merely in swapping produce which 
the exporting countries each regard as non-essential for their domestic con- 
sumers. If it is to be able eventually to meet its deficit with the Western 
Hemisphere, the economy of Europe will have to undergo considerable adjust- 
ments. As Sir Stafford Cripps said in reviewing the Finance Ministers’ con- 
versation in Brussels, “‘ We have to contemplate some quite considerable 
readjustment in our economy as European co-operation develops. ... We 
may have to agree that we should not manufacture certain things, but that 
they will be manufactured by others. ... If we are going to achieve any 
measure of co-operation and planning it must not be on the basis of a sharp 
competition which there has been between different countries in the past ”’. 
This remark shows that the five Finance Ministers were at least looking the 
situation boldly in the face. It is this integration of the productive effort of 
Europe which holds the key to the problem of the European economy. Currency 
devaluation may be an incidental aspect of the solution, but its importance 
must not be rated too highly. 

As applied to sterling the demand for devaluation is not merely uninformed 
but mischievously irresponsible. Most British goods are not at present over- 
priced in the export market. Sterling prices, asthe Chancellor of the Exchequer 
has recently emphasized, are not the limiting factor on British exports. To 
succumb to the clamour from Washington would, therefore, invite still further 
deterioration in already disastrously adverse terms of trade, without offering 
tangible compensating advantages. 
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South Africa’s Hot Money Problem 
By a Special Correspondent 


investigating economic conditions in the Union expressed their confidence 

that “‘ the Union can probably supply practically all of its own capital 
needs from home savings”’. This prediction has proved to be premature. 
Within a year after the end of the war South Africa became heavily dependent 
on the supply of capital from abroad. Her present requirements of overseas 
capital are at the rate of about £85 millions per annum, while her 
population of European stock amounts to about 2.4 millions and of other 
stock to about 9.2 millions. Making allowance for the low standard of living 
in the “‘ non-European ”’ sector, £85 millions in the Union may compare with, 
say, £850 millions in the United Kingdom. 

The prediction quoted above was derived from the otherwise correct 
observation that the degree of dependence on foreign capital was rapidly 
declining. It overlooked, however, the fact that the total capital needs were 
rising, too, so that the absolute, as distinct from the relative, requirements for 
capital from abroad increased instead of declined. A large proportion of these 
capital needs is due to the tremendous development in the Union—in particular, 
to the building up of secondary industries, the expansion of mining activity, 
the opening up of the Orange Free State on the basis of the new goldfield 
there discovered and, last but not least, the rising standard of living of the 
European population. Only at the price of severely slowing down these 
developments could South Africa have made herself independent of foreign 
capital. No country, whether young or old, industrially developed or not, 
has yet been able to finance out of its own resources a growth at the rate of 
more than 5 per cent. per annum over a prolonged period ; yet this has probably 
been the rate of expansion in the Union during the past fifteen years. 

During the war the Union was indeed able to supply her capital needs out 
of her own output and savings. However, this was largely due to windfall 
earnings in foreign exchange which the war carried to the shores of South 
Africa, as well as to the war-enforced limitation of imports. In the seven 
years 1939 to 1945 the Union was able to acquire an external surplus of about 
£300 millions, of which about £86 millions was used to repatriate sterling 
public debt, while the balance was kept in reserve, mainly in gold and to a 
small extent in sterling balances in London. No exact data are available. The 
visible trade balances of the war years and of 1946 have now been published, 
but the balances of invisible items and on capital account have to be estimated. 
The accompanying table gives estimates for the whole, including both current 
and capital transactions, for periods before, during and after the war. 

Much of the data included in this table is tentative. However, the account 
of current transactions should be accurate enough to convey a sense of the 
radical change which has occurred in the external finances of the Union since 
the war ended. It so happens that this change has coincided with the massive 
flight of capital from the United Kingdom to the Union, and has thereby 
escaped attention. 


 isvestiati the end of the war a committee of South African experts 
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While, shortly before the war, current transactions of the Union resulted 
in an adverse balance of only {10 millions per annum, during the seven years 
1939-45 they provided a total credit of nearly £300 millions. However, in the 
24 years to mid-1948 current transactions have almost eaten up this whole 
surplus of seven years, and, after allowance for debt repatriation, have absorbed 
more than the whole surplus gained during the war. There is no sign yet 
that the forces which have brought about this chang ze are abating. It is true 
that some payments made abroad in the last 24 years are non-recurring, such 
as the settlement with the United States of Lend/Lease, and the contribution 
to the Bretton Woods institutions. It is true, too, that part of the huge 


SOUTH AFRICA’S BALANCE OF PAYMENTS, 1937-48 



































2 years, 7 years, 2 years, I year, 
1937-38 1939-45 1946-47 1948 
(partly est.) (partly est.) (partly est.) (guess) 
Current Transactions : (£m.) 
Import of Merchandise f.o.b. (during war 
probably including Lend/Lease — -— 197 — 758 — 500 - 260 
Export of Merchandise f.o.b. + 75 + 393 + 200 + 110 
Output of gold (treated as if exported) . + 171 + 784 + 200 + 100 
Visible Surplus or Deficit .. sia + 49 + 419 - 100 - 50 
Freight, Insurance (Net) .. oe ms - 15 Eee ae — 40 - 20 
Tourist and other Services ee 3 - 12 sie + 5 + 3 
Interest, Dividend (Net) .. ois — 42 — 110 — 50 - 18 
Lend/Lease—Bretton Woods Inst. , — ) 6 ( -— 32 --- 
War Expenditure in South Africa of Allies > + = < 
and Allied Troops «ww. ee —— — i = oe 
Deficit on Invisibles .. Pe ne - 69 — 125 — 17 - 35 
Total Current Transactions .. i. <a + 294 — 217 — 85 
Capital Movements : 
Repatriation of Public Debt ne Pe — — 86 aes pen 
Loan to U.K. oes ane sie «=. 
Other Capital Movements (Net) (Residuum) + 20 + 4 + 182 ? 
Total Capital Movements... + 20 — 82 + 182 ? 


Total Change in Foreign Exchange Holdings 
(gold at current prices, less profit made on 
gold held in 1938) .. oe Ke é re) + 212 - 35 

imports served to replenish stocks depleted during the war, and that the 

output of the greatly expanded secondary industries may in the near future 

replace much of what is now imported. On the other hand, the develop- 
ment of the Orange Free State goldfield has only begun, and most of the 
supplies of capital goods required to bring the mines to production and build 
up the townships and their public services have still to come. The secondary 
industries have yet to prove that they are competitive with foreign industries 
in a buyer’s market. Lastly, consumption may continue to rise. Not only 
is the population, of both European and non-European stock, growing at the 
trate of almost 2 per cent. per annum, but the “ European ” sector at least— 
hard working and full of confidence in its economic future and amply supplied 
with foreign funds—does not appear to be in any mood to stop raising its con- 
sumption standards. It is possible, therefore, that for some time to come the 

Union will continue to invest foreign funds at the rate of about £85 millions 

per annum, in mines, factories and public services. 
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If it is true that the surplus accumulated in the seven years to 1945 has 
now been invested, how can the Union continue her expansion, lend this country 
gold to the amount of £80 millions and still have a ready reserve of gold and 
foreign exchange of about £180 millions, equal to £120 millions more than 
at the end of 1938, if the pre-war gold stock is calculated at the present price ? 
The answer lies in the capital movements which have been so outstanding a 
feature of the past fifteen months. In the last two pre-war years the net 
inflow of capital is assumed to have been at the rate of {10 millions per annum, 
enabling the Union to cover her deficit on current account. During the war 
the repatriation of £86 millions of sterling public debt and of a substantial 
amount of British-held shares is assumed to have outweighed the influx of 
funds from the United Kingdom and other European countries in 1939 and 
the early period of the war, and to have resulted in a net outflow of capital, 
mainly to London. In 1946 there was probably, on balance, a slight influx 
from London to the Union. For the twelve months to March, 1947, the total 
net influx has been estimated at {20 millions—by the Governor of the South 
African Reserve Bank in his address to stockholders in August, 1947. Much 
of this was British money, which went to the Union in February and March, 
1947, when the fuel crisis started a wave of pessimism about Britain’s future. 
In June, 1947, however, when the sterling convertibility crisis began to cast 
its shadows, a mass movement of foreign funds started. This movement 
gathered momentum in the following months, when the sterling convertibility 
crisis moved to its climax, a rapid succession of devaluation rumours chased 
each other, the air was filled with the dismal cry of bankruptcy, India appeared 
to fall a prey to anarchy and the Middle East began to prepare for another 
carnage. Early this year the movement received a new impetus from the 
French devaluation in February and from predictions that Britain either was 
about to, or would be compelled to, do the same. This was followed by the 
anxieties aroused by the Communist coup d’état in Czechoslovakia, the Russian 
political pressure on Finland and the growing fear in all Western countries 
of an armed conflict with the U.S.S.R. Moreover, devaluation rumours 
continue to be spread with fair regularity. 

The changes in the gold and foreign exchange holdings of the Reserve 
Bank, together with the balance of payments estimates, give an inkling of the 
magnitude of these movements. From March, 1946, to May, 1947, these 
holdings declined by as much as £93 millions, the capital influx being insuffi- 
cient to cover the deficit in current transactions, including advance payments 
for future imports. Thereafter, to mid-May, 1948 (no further data being 
available at the time of writing), they declined by a further £20 millions, but 
if allowance is made for the £80 millions gold lent to the British Government 
and an estimated deficit in current transactions in that period of, say, £140 
millions, the total net influx may equal {200 millions—in only twelve months. 
No official estimate of the total flow of foreign funds has been published and 
little has transpired to indicate their origin. Probably the bulk has been 
derived from the sterling area and the countries recently within it, i.e. from 
the United Kingdom, India and Pakistan, and the Middle East. Early this 
year the South African Minister of Finance estimated the influx of funds 
during 1947 at {80 millions from the United Kingdom alone. 

So mighty has been the rush of funds to South Africa during these last 
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twelve months that even the very large payments the Union had to make 
abroad could not absorb them. The resultant net purchases of sterling by 
the commercial banks have involved a roughly corresponding increase in their 
deposits (though this does not, of course, mean that the foreigners have all 
kept their balances in deposit form). The banks, in their turn, have resold 
most of the sterling to the Reserve Bank, where it remains in the foreign 
exchange reserve. These transactions are traced in the following table : 


Deposits with Commercial Reserve Bank’s 
Commercial Banks’ Foreign Bills 
Banks Cash Reserves (mainly Sterling) 
; ({m.) 
June, 1947, to February, 1948 


(eight months) ae cca + 63 + 48 r 52 


ah. 
March-April, 1948 “* -- Not available + 10 + 12 


Although the Union needs all the foreign capital she has received, the 
magnitude and nature of the recent influx have produced a veritable embarras 
de richesse. By far the greater part of the foreign funds is of the hot money 
type. They may stay permanently—just as a great deal of European funds 
stayed in the United States after their panic flight thence in the late 1930’s. 
On the other hand, if and when the anxieties about conditions in the United 
Kingdom and Europe abate, the Union’s hot money may be withdrawn as 
rapidly as it came. And, given the fact that a large part of the funds will 
alr.ady have been consumed in financing the current external deficit, their 
attempted withdrawal could produce a most serious exchange crisis. 

Yet, while the funds stay, whether invested or not, they add to the infla- 
tionary pressure in an atmosphere charged with too much of it already. More- 
over, the efflux from the United Kingdom, and from other parts of the sterling 
area, working through the central pool, has produced acute embarrassment 
to Britain. Among other things, it deprives Britain of her share in the gold 
output of the Union (for the Union would otherwise have to sell gold to finance 
its sterling deficit on current account), thus turning Britain’s supplies to the 
Union into unrequited exports. The Union Government, being both a member 
of the British Commonwealth and of the sterling area and well aware of the 
great assistance its future development will derive from British investment 
capital, could not but view with anxiety the embarrassment caused to the 
United Kingdom. Moreover, on the occasion of the negotiation of the loan 
agreement in November last, both Governments undertook to consult each 
other on the capital movements to the Union and if necessary to take steps 
to control them. 

Lastly, by reason of certain provisions in the bank laws of the Union, the 
inrush of foreign funds—paradoxical as it appears—threatens the economical 
use of the Union’s gold reserve. As already noted, the excess foreign funds 
are being deposited by the commercial banks with the Reserve Bank, and 
thus swell the latter’s liabilities to the public. The law provides that these 
liabilities should be covered by gold to at least 30 per cent. The gold loan to 
the United Kingdom reduced the gold holdings of the Reserve Bank to {108 
millions by the end of March last, while, owing to the rise in bankers’ balances, 
the liabilities to the public had risen to about £280 millions. Obviously, the free 
reserve of gold had become rather small and a further rise in the Bank’s 
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deposits might prevent the Union from using its gold stock for buying equip- 
ment in the dollar area to speed up the development of the gold mines. In 
Britain, the provision of a minimum gold cover for the domestic circulation 
has been abandoned long ago, but the Union Government may well have 
been loath to abandon theirs immediately before a General Election. 

There are therefore many reasons why both the Union and United Kingdom 
authorities have recently taken some steps—mild as yet—to slow down the 
influx of hot money into the Union. So far these measures are limited to 
the requirement that specific permission from the South African Reserve 
Bank itself must be obtained for any remittances from other sterling area 
countries to the Union of non-business funds which are intended to be kept on 
deposit with banks or building societies or to be invested in land and houses 
or in securities not dealt in on any Stock Exchange. All business transactions 
and investment in securities dealt in on Stock Exchanges have been left 
uncontrolled. The Bank of England, for its part, has given notice that per- 
mission for the switching by non-resident stockholders of their British invest- 
ments into South African gold mining shares will no longer be given auto- 
matically but only after examination of the merits of the case. 

Occasionally it has been inferred from these restrictions and from certain 
provisions of the gold loan agreement of last November that the Union is on 
the point of leaving or has already left the sterling area. This is an erroneous 
interpretation of the position, past and present, of the Union in the sterling 
area. The restrictions on the movement of funds from Britain to the Union 
are clearly designed to reduce certain abuses of the privileges accorded to 
transactions within the sterling area, abuses which are regarded by both 
Governments as harmful. They do not impede transactions of business or 
genuine investment, not even hot money transactions disguised as investment. 
The clauses in the loan agreement which are interpreted by some as a severing 
of the link with the sterling area are those by which the Union undertakes 
to provide for her own dollar and other foreign currency requirements, while 
the United Kingdom renounces a pre-emptive right to buy from the Union 
Government annually a minimum of £70 millions worth of gold and receives 
instead a single supply of gold worth £80 millions on loan to be repaid after 
three years. The fact that the Union has become responsible for securing her 
own foreign exchange needs instead of being able to draw on the central 
dollar pool has led the South African Government to introduce a licensing 
system for the export of certain commodities to the sterling area. The Union 
being, in Africa, the most advanced member, comme rcially and industrially, 
of the British Commonwealth, supplies manufactures to the two Rhodesias, 
Tanganyika, Kenya and the West African Colonies. Some of these manu- 
factures are or may be imported from the dollar and other non-sterling areas 
and only re-exported to the sterling area countries; others are processed 
from semi-manufactured goods imported from non-sterling areas. To prevent 
a misuse of the opportunity of buying, from the Union, dollar or other non- 
sterling goods with sterling currencies and making the Union provide the 
hard currencies, the Union Government has recently subjected these exports 
to licence. <A licence is generally granted if the non-sterling currency content 
is less than one-half, but where exports serve an old-established trade it is 
granted even if the non-sterling currency content is larger than one-half. 
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The inference from these changes is that the Union has left the dollar pool, 
and has thus taken a big step towards leaving the sterling area if she has not 
already left it. This is giving the dollar pool an undeserved importance. In 
point of fact, except in 1946 and 1947, the Union has never belonged to the 
dollar pool, but she was always a member of the sterling area. 

From the statistics given in the table on the balance of payments, it can 

e observed that, in contrast with the policy of the Colonies or India or even 
inert and New Zealand, the Union refrained from selling her surplus 
gold to London and accepting sterling balances in return. She sold hardly 
more gold than was required for the "balance of her external commitments, 
retaining any surplus that the favourable turn in her balance of payments 
permitted. From the end of 1938 to the end of 1942 the Reserve Bank let 
the sterling balances decline by about £7 millions to as little as {1 million while 
it increased its gold stock by about {100 millions (calculated at £8.6 per oz.). 
From then to May, 1946, it increased the sterling balances by about £30 millions 
but its gold stock by another {110 millions. In all the Union added {210 
millions worth of gold and only about £23 millions of sterling balances to her 
reserves in the period 1939 to May, 1946. 

Under the gold sale agreement of 1946 the Union Government undertook 
to sell to the United Kingdom a minimum of £70 millions worth of gold while 
Britain undertook to provide any foreign exchange the Union could not 
find from her own current transactions. This arrangement was rather an 
exception to the rule. By the Loan Agreement of November, 1947, the Union 
has only returned to her previous practice. As a matter of fact the Union has 
always been more gold-conscious and less sterling-conscious than the rest of 
the sterling area. The Union is at present as intimate a member of the sterling 
area as She ever was. The main criteria of membership are a fair freedom 
of transactions within the area and the co-ordination of monetary policy, 
but not an unfettered freedom of transactions, or uniformity of monetary 
policy, or a complete pooling of foreign exchange. In point of fact, movements 
of funds from New Zealand and Australia to the other parts of the sterling 
area have been more severely restricted for many years past than those from 
the United Kingdom to South Africa, their currencies are not at par with 
sterling and while during most of the war they did sell all their gold to the 
United Kingdom, for some time past they have no longer done so. They all, 
as much as the Union, have been and are members of the sterling area. Minor 
variations of practice do not alter the main concepts of this great experiment, 
which are freedom of business transactions within the area and co-ordination 
of monetary policy.* 


* In this interesting discussion of the Union’s position in the sterling area, the writer’s inter- 
pretation is at variance with the views generally held in London. There is no disputing his facts, 
nor the Union’s legal status as a member. But during and since the war the hard facts of dollar 
shortage have put increasing emphasis upon the principle of the dollar pool as a cardinal feature 
of the present sterling area mechanism. While Britain, at least, is perforce becoming more 
dollar-pool conscious, South Africa is—as the writer’s whole discussion of capital movements 
shows—becoming still more gold-conscious. It may be difficult to reconcile these divergent 
trends within the existing mechanism of the sterling area; but this divergence is merely one 
of the stresses to which that mechanism is now being subjected. In view of these stresses, it is 
well to emphasize, as the writer does, the wider but less tangible characteristics of the sterling 
afea principle, characteristics which existed before the rigidities which war imposed upon it, 
and which are likely to be more enduring.—EbD. 
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Canada Tackles Dollar Crisis 
By Gordon Tether 


MONG the nations, Canada’s post-war experience must surely be unique. 
A ition the Dominion emerged from the war economically stronger than 

ever before in its history, it has been pounded by the world dollar crisis 
as severely as any impoverished state in war-devastated Europe. An examina- 
tion of Canadian economic affairs in the 1947-48 period must therefore concern 
itself largely with the stresses imposed upon the country’s economy by the 
disequilibrium in its balance of payments with the two major currency areas 
of the world, and with the efforts of the Canadian Government to contend 
with these forces. 

The picture of the Canadian economic scene in 1947-48 differs from that 
of 1946-47 mainly in the brightening of its tones. During the year Canada’s 
foreign exchange difficulties moved to their peak, forcing the Dominion 
Government to drop its previous policy of ‘‘ waiting for something to tum 
up’”’ and to take vigorous eleventh-hour measures to stop the drain on its 
reserves. Now the hoped-for “ something” has turned up—in the shape 


of the Marshall Plan. But the unconcealed joy of the Canadian authorities at 
the fact that they are to be spared the necessity of actually carrying out the 
long-threatened re-organization of Canadian external trade and payments on 
a strictly bilateral basis is plainly tempered by the sober realization that 


E.R.P. will not take Canada right outside the wood. It is already clear that 
the period immediately ahead will not be without its exchange worries for the 
Dominion ; and the long-term outlook is as obscure and potentially dangerous 
as ever. 

During the greater part of the past year, Canadian external payments 
policy continued to be governed by the broad principles recognized at the end 
of the war. These were, first, that the Dominion was, in the long run, com- 
pletely dependent upon the restoration of a world-wide multilateral trade 
system for its economic prosperity, and that it was therefore in its interest to 
assist the recovery of European countries by maintaining large surpluses of 
exports to them even when such surpluses had to be furnished on credit ; and, 
secondly, that the avoidance of run-away inflation in the Dominion demanded 
a high level of imports of consumer and other goods from the United States 
paid for (if this was the only means of doing so) by running down foreign 
exchange reserves. 

The broad pattern of the Dominion’s trade has ‘therefore continued to be 
triangular; overall payments in 1947 were almost in equilibrium, the net 
surplus being no more than $47 millions, but this nominal equilibrium con- 
cealed a big surplus in payments with the sterling area and the continent of 
Europe and an equally large deficit with the U.S. dollar area. The surplus in 
Canadian trade with the non-dollar world, which was estimated at $960 millions 
in 1946, rose to $1,185 millions in 1947. On the other hand, the deficit with 
the U.S. dollar area ($603 millions in 1946) all but doubled itself in 1947, at 
$1,138 millions. Fortunately, the Canadian authorities were able to obtain 
convertibility facilities for a larger proportion of the trading surplus with 
sterling area and other non-dollar countries in 1947 than in the preceding 
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year. Of the sterling area surplus of $660 millions in 1946 only some $150 
millions was received in convertible currency ; last year the corresponding figures 
were $872 millions and $423 millions. The remainder of the surplus was, of course, 
financed in both years largely by drawings on the Canadian credit to the 
United Kingdom. Of the surplus of $313 millions in 1947 with countries 
outside the sterling and dollar areas, $133 millions was received in convertible 
exchange, the balance being largely covered from the proceeds of Canadian 
export credits and the repatriation of Canadian securities from those countries. 
In 1946, $90 millions of a total surplus of $300 millions with these countries 
was received in convertible currency. 

The beneficial effect upon the Canadian payments structure of the wider 
degree of convertibility secured for trading surpluses with sterling area and 
European customers was fully countered by the steep rise in the cost of 
Canadian imports from the United States. Mainly because of a jump in 
visible imports from the 1946 level of $1,378 millions to $1,951 millions in 
1947, total Canadian payments to the United States on current account soared 
from $2,174 millions to $2,834 millions between the two years. As current 
receipts from the United States increased only by $135 millions to $1,696 
millions, the deficit on current account jumped from $613 millions to the 
formidable figure of $1,138 millions. 

In his report on the operations of the Canadian Foreign Exchange Control 
Board in 1947, the chairman, Mr. Graham Towers, attributes the heavy 
expansion in Canadian imports from the United States to the high level of 
economic activity which prevailed in Canada throughout the year. In his 
view, the expansion of private investment in the Dominion played a large 
part in driving up import totals. Thus gross domestic investment in plant, 
equipment and housing is estimated to have reached a figure of $2,100 millions 
in 1947, an increase of no less than 50 per cent. on 1946 levels. 

To make matters worse, during 1947 the movement of capital between the 
Dominion and her southern neighbour turned sharply adverse to Canada. 
Owing mainly to repatriation of securities, there was a net capital movement 
of $163 millions into the United States, which, added to the current account 
deficit, the gold subscription of $74 millions to the International Monetary 
Fund and sundry payments, meant that Canada had to find in 1947, in all, gold 
or U.S. dollars to the value of $1,381 millions. Convertible exchange obtained 
from other countries amounted to $638 millions, leaving a balance of no less 
than $743 millions to be drawn from reserves. 

This heavy drain reduced the Dominion’s remaining gold and U.S. dollar 
teserves to $502 millions by the close of 1947, equivalent, on the basis of the 
year’s rate of outflow, to little more than six months’ requirements. What is 
surprising, therefore, is not that the Dominion Government decided shortly 
before the close of 1947 to take vigorous measures to reduce the deficit with 
the United States, but that it had not done so long before. 

The new external payments policy which began to take shape in November 
was nominally designed to lop overseas spendings generally, but all the emphasis 
was placed upon the narrowing of the U.S. dollar gap. Thus a severe cut was 
made, amounting in some instances to a virtual prohibition, in imports of 
non-essentials and less essential consumer goods. But although these restric- 
tions theoretically applied to U.S. goods and sterling area products without 
distinction, the Canadian authorities fixed import quotas in relation to a 
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pre-war period, with the result that in practice imports from the United 
States were severely discouraged while scope was left for an actual expansion 
in many classes of goods imported from the United Kingdom. 

This restriction of imports was one of four main features of the new pay- 
ments policy. The second was the initiation of a drive to step up exports to 
the U.S. dollar area—mainly, it would appear, by reducing, by various means 
at the Government’s disposal, the allocations of products to sterling area and 
European countries in cases where an alternative market was readily available 
in the United States. Little statistical information is yet available to measure 
the success of this drive. 

The third step was to put pressure upon those countries, particularly the 
United Kingdom, with which the Dominion has a substantial export surplus, 
to make a larger proportion of their net payments to the Dominion in con- 
vertible exchange. Following some fairly ‘‘ tough” negotiations with the 
British Government in the last month of 1947, an arrangement was reached 
whereby the proportion of the sterling area’s net deficit which Britain was 
permitted to cover from drawings on the 1946 line of credit was further reduced 
from one-half to between one-third and one-quarter. Inthe middle of April 
this year, drawings on the credit were entirely suspended. 

The fourth major step taken by the Canadian Government was to negotiate 
a five-year credit, to the amount of $300 millions, from the U.S. Export-Import 
Bank. 

It is much too early to say whether these measures will by themselves 
suffice to restore the Dominion’s payments position. It was officially disclosed 
a short time ago that, with the help of drawings on the Export-Import Bank 
credit and with seasonal factors running in the Dominion’s favour, the drain 
on gold and U.S. dollar holdings had in fact been brought to a halt during 
the first three months of 1948 and that reserves were then just a little above 
the crisis “‘ low” reached at the opening of the winter. The decision of the 
U.S. Government to permit Marshall allocations to be used by European 
countries for “ off-shore ”’ purchases of Canadian goods should mean that the 
Dominion will be able to obtain convertibility facilities for the greater part, 
if not the whole, of its current account surpluses with the United Kingdom 
and continental countries. But, as the report of the Canadian Foreiga 
Exchange Control Board itself points out, this would not by itself solve the 
Dominion’s immediate foreign exchange problem. “‘ The reason for this is 
that even if all our exports were to yield convertible exchange, our reserves 
could not increase by more than our overall current account surplus. To the 
extent that we must make net payments on capital account to the United 
States, the increase would be less.” 

Because of the comparatively extravagant import policy followed by the 
Canadian Government up to a short time ago, it cannot be said that the internal 
monetary situation in Canada during the past year has been strained, as it 
was in the first two years after the war, by a large outflow of unrequited exports. 
Thanks to the drawings made on reserves, the excess incomes created at home 
by the extensive export programme must have been fully mopped up by an 
equivalent inflow of foreign goods. Nevertheless, inflationary tendencies have 
been hardly less in evidence in Canada than in countries at root much less 
economically sound. Thus prices have continued to rise at a disquieting pace. 
Between February, 1947, and February, 1948, the index of wholesale prices 
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climbed from 156.2 to 191.1 and by March this year the cost of living index 
had reached 150.8 against 128.9 a year before. 

It is clear that external developments rather than internal pressures are 
at the root of the Canadian version of the familiar wages-prices spiral, the 
biggest single factor being the prolonged rise in the prices of U.S. goods which 
play such a large part in the daily life of Canadians. It was mainly to insulate 
itself, as far as possible, against the backwash of U.S. inflation that the 
Dominion Government resorted to revaluation of the Canadian dollar in July 
of 1946. This move seems in the initial stages to have had the desired effect, 
but it is interesting to note that during the past twelve months Canadian prices 
have been rising even more rapidly than prices in the countries with which 
the Dominion’s economy is most closely linked. Thus at the beginning of 1947 
Canadian wholesale prices showed a rise on pre-war levels only about 60 per 
cent. as large as that shown by U.S. and U.K. prices over the same period. 
By the spring of this year, however, the margin in relation to U.S. prices was 
down to a bare 8 per cent. ; in terms of U.K. prices, Canada was lagging only 
about 20 per cent. behind. 

Having regard to the extent of the upswing in prices and incomes, monetary 
expansion has been remarkably slow in the Dominion during the past year. 
Currency in circulation increased by only 1 per cent. in the year to March 
last. The deposits of the banks showed equally diminutive changes. In 
February last the deposits of the chartered banks totalled $7,203 millions 
compared with $7,184 millions a year before; an expansion of about $70 
millions in private deposits was offset by a decline in Government and other 
deposits. With their total resources showing scarcely any change, the banks 
financed an increase of about $400 millions in advances, to $1,861 millions, 
by reducing holdings of Government securities, especially short-term securities. 

For the future, there is no doubt that external payments will continue to 
be the Dominion’s primary economic problem for some long time to come. If 
E.R.P. succeeds to the point of enabling European countries to extend full 
convertibility facilities for the Dominion’s export earnings with them, Canada’s 
prosperity will be virtually assured. If, on the other hand, the establishment 
of a full multilateral trading system embracing Europe, North America and 
the sterling area proves impossible, Canada will be forced to make an entirely 
new approach to her external problem, a change possibly entailing much 
closer integration of the country’s economy with that of the United States, 
perhaps at the cost of adjustments in standards of living. 

Fortunately, the Dominion authorities are now showing a greater awareness 
of the part Canada can play in restoring and preserving multilateral trading 
aangements by working, for the time being at all events, for a closer approach 
to equilibrium in payments with her principal customers. It is encouraging 
to find that the additional facilities afforded to British exports to the Dominion 
by the restrictions imposed upon U.S. goods last year have now been followed 
by important duty concessions on British textile products. 

In the initial post-war period, the Canadian effort to assist European 
recovery took the form of generous credit facilities to the virtual exclusion of 
almost all other forms of aid. Canada now appears to understand that by 
helping Britain and other European countries to reduce their payments gaps 
with the Dominion, she can make a real contribution to a permanent solution 
of her own payments’ problem. 
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Australia’s Balance of Payments 


By a Special Correspondent in Australia 


USTRALIA has come severely under the influence of the dollar crisis, 
Azra most aspects of the country’s economic activities are affected by its 
ramifications. 

By all customary yardsticks, the Commonwealth seems unusually well 
able to withstand external pressures. London funds, the traditional cushion 
against financial emergency, are at unprecedented levels. Wool prices, the 
foundation of prosperity, are booming. A bumper wheat crop has been received, 
after several lean years. Australian factories, fostered to an important extent 
as insulators against overseas fluctuations, are employing 50 per cent. more 
workers than before the war. Bank credit is under the control of the Federal 
Treasury and the Commonwealth Bank ; and prices, though rising, are still 
well below the heights reached abroad. 

Early in 1947, Australians were concerned mainly with domestic affairs— 
high taxation, low productivity, industrial unrest and the continuance of 
Federal controls. The only foreign cloud on the economic horizon seemed 
the possibility of boom and bust in the United States. Some observers realized 
that Great Britain had received a blow from the winter fuel crisis, and it was 
noticed that the American credit was being drawn more rapidly than had 
been expected. On the other hand, sterling convertibility was timed for 
July 15, and forecasts were that the venture would be successful. 

Australia’s trade appeared to be flourishing. Monthly returns showed a 
growing total of exports, culminating in a record of {A 308 millions for the 
fiscal year to June 30, 1947, compared with £A 197 millions the year before 
and {A 122 millions in 1938-39. Imports were {A 231 millions, leaving a 
record surplus of {A 77 millions on visible trade. 

Closer examination of the returns, however, reveals several sources of 
weakness. In particular, the large surplus was not much avail to Australia 
in earning convertible currencies, as Table I, analysing visible trade by 
continents, shows. This table also indicates the maladjustments to which 
trade was still subject. Before the war, Australia normally had a favourable 
balance with Europe, the Pacific and with parts of Asia. These surpluses 
were used to meet deficits with North America and with those parts of Asia 
which supplied oil, particularly the Netherlands East Indies. The trade 
balance with North America fluctuated greatly from year to year, according 
to United States’ purchases of wool. In 1938-39 these happened to be large 
enough to give Australia a surplus, but in the previous year there was a deficit 
of {A 11 millions. 

In 1946-47, Australia had a surplus with all continents except North 
America. In addition to an extremely large surplus with Europe, there was 
a heavy demand from the Far East for Australian goods, and UNRRA goods 
were also being shipped. Trade with the United States showed a surplus, 
owing to large sales of wool, but this was easily exceeded by the deficit with 
Canada. It is apparent that Australia was selling her products readily to all 
parts of the world, but that former important sources of supply were unable 
to provide her requirements, or were unable to provide convertible currencies 
in their place. 
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Furthermore, the surplus was not so large as appeared on paper. The 
trade returns were an accurate enough record of goods passing through Austra- 
lian ports, but they overstated the payments made. In particular, exports 
were swollen by stocks of wool previously paid for by Britain and released for 
sapenent in 1946-47 to European and American buyers to tide them over 
until public auctions began in September, 1946. On the other hand, imports 
were recorded at f.o.b. values plus a statutory 10 per cent. imposed under the 
Customs Act for duty purposes. This was amended in November, 1947, and 
since then returns have shown imports in Australian currency f.o.b. 

The estimates of the balance of payments, published in the (Australian) 
White Paper on National Income and Expenditure and summarized in Table II 
on page 182, take account of known abnormalities, and give export and import 
figures more closely related to receipts and payments. They also show Govern- 
ment and civil items separately. Thus, from the point of view of current 

















TABLE I 
AUSTRALIAN BALANCE OF TRADE BY CONTINENTS 
(£A million) 
1935-39 1940-47 
Excess ox¢ Excess Excess 
Imports Imports Exports 
pe United Kingdom _ — 5d 

Other ; — 9.0 --- 51.2 
imevica United State s —_ ee — 2.8 

Canada so os oie 7.0 ~- 12.8 — 
Asia N.E.I. . 75 — — 0.3 

Other oe x ‘a - 0.3 — 9.3 
Africa oe re Re ae bea — 1.0 — 5.9 
Pacific New Zealand ae re — £3 oe 8.0 
Other British Countries Sig a 3.5 -_— a 2.8 
Other Foreign Countries ea - -—- 0.8 — 7.6 
Value of ‘‘ outside packages’”’.. re 2:3 — a7 — 
Net surplus on visible trade .. ae — 13.9 = 97.3 
Note Classification by continents includes 22 countries, accounting for over 90 per cent. 

of total trade. The remaining countries are bulked under ‘‘ Other British Countries ”’ 
and ‘‘ Other Foreign Countries”. ‘‘Outside packages’’ are shown separately.in the 


overseas trade return. 


payments, the export surplus for 1946-47 was estimated at {A 52 millions. 
This sum was not sufficient to cover Australia’s other transactions. The item 
“overseas borrowing—decrease in international reserves”’ points to the fact 
that Australia had recourse to her overseas reserves to the extent of fA 15 
millions during the year. It must be pointed out, however, that the item 
“public authority expenditure on war account ”’ included the {A 25 millions 
gift to Britain, and £A 6.2 millions for Lend-Lease settlement. It should be 
noted, however, that the draft of £A 15 millions on overseas reserves did not 
eat into war-time accumulations of sterling, for the reserves remained above 
the total left at the end of the war. 

The state of the balance of payments with the United States and Canada 
is extremely difficult to estimate. In a statement to the House of Represen- 
tatives on September 30, 1947, the Prime Minister gave the only published 
figure available ; he put the balance at a deficit of {A 31.6 millions. That 
was admitted to be a rough figure, which took no account of private capital 
movements. These must have been a substantial inflow, judging from reports 
of investment by American interests and the expansion of subsidiaries. The 
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total would form part of the £A 25 millions shown for private borrowing from 
all countries, and would most probably be less than British investment, but 
its order of magnitude is difficult to guess. 

Whatever qualifications must be made to the figure, it is evident that the 
visible deficit with United States and Canada was augmented by a net deficit 
on other transactions, the combined deficit being met by drawings on the 
sterling area dollar pool. 

The results for 1946-47, therefore, were not particularly gratifying. A 
deficit accrued with North America, and the overall account showed a net 
draft of £A 15 — upon reserves, although, as has been pointed out, this 
was entirely due to non-recurring items amounting to {A 31 millions. Several 
aspects of thes se 5 senile, however, need clarifying. 

The dollar deficit, of course, was not abnormal. The fact that during the 
war years Australia provided net surpluses of dollars for the sterling area pool 

TABLE II 
BALANCE OF INTERNATIONAL PAYMENTS 
(4A million) 


1935-39 1946-47 1935-39 1940-47 
Civil exports, f.o.b ea 122 243 Civil imports, f.o.b. a 109 IQI 
Gold i tt 15 IO Freight and Insurance .. Iv 26 
Other Civil Credits ea 13 14 Net tourist expenditure 
and remittances 4 6 


Public authority e xpendi- 




















ture on war account 4 44 

Public authority interest 27 22 

Company dividends, net.. 15 13 

Deficit on current account 25 34 Other rent and interest .. -I 

75 301 175 301 

Overseas borrowing : Deficit on current account 25 34 
Public authority 5 6 
Private ta a —-4 25 

Decrease in interna- 

tional reserves we 24 15 

25 34 25 34 





was fortuitous, arising mainly from the presence of American forces, and was 
the reverse of the usual situation. The Australian economy is geared to 
receiving a proportion of imports of manufactured goods and capital equipment 
from the United States and Canada. North American agricultural machinery, 
factory equipment, vehicles and a wide range of other goods are used, and 
without them Australia would be unable to produce food and materials for 
Europe and Asia on the present scale. Moreover, imports of goods of non- 
sterling origin were subject to import control, and only those considered 
essential to production were licensed. 

As for the overall deficit, even without allowing for the non-recurring 
items, there was nothing alarming in a small deficit incurred in a single year, 
particularly in the circumstances prevailing. Throughout the war years, 
imports had been restricted and large overseas reserves accumulated. It was 
reasonable, when opportunities to import arose, to buy the goods offered. 
Not only were there shortages of most classes of manufactured goods, but 
pressing tasks of maintenance and reconstruction were outstanding. Europe 
and Asia were in urgent need of commodities, and Australia’s main duty was 
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if the 1946-47 results suggest that Australia was living extravagantly, they 
paint a false picture, and ignore the many austerities and restrictions on 
consumption which prevailed. 

Action was quickly taken when the significance of the drain on sterling 
area reserves was appreciated. Already, in May, 1947, the authorities had 
become uneasy about the high rate of imports of American textiles, and had 
suspended the issue of further licences. Textiles covered by licences already 
issued, however, continued to enter and contributed to the high level of imports 
in later months. 

In September, shortly after the suspension of sterling convertibility, a 
number of cuts were made in dollar imports, including 20 per cent. cuts in 
ig the motor chassis and tobacco and 30 per cent. cuts in newsprint and film royalties. 
Manufacturers were advised to seek capital equipment from non-dollar sources, 
and a number of other economies were made. In October, after the sterling 
area conference in London, a review of import licences was undertaken, as a 
result of which about a third of the outstanding licences were cancelled. Those 
confirmed related only to goods already in transit or covered by letters of 

TABLE III 


i AUSTRALIAN OVERSEA TRADE 
6 | (£A million) 
} IMPORTS Exports BALANCE 
44 i U.S.A. and U.S.A. and U.S.A. and 
22 Canada Total Canada_=‘ Total Canada Total 
13 i 1946-47 : 
-I ' January-March... 14. 
i April-June .. ba 24. 
301 I 1947-48 : 
—— July-September .. 28. 
34 i October-December. . a3. 
January-March ... 18. 


. from to expand production as far as possible. Finally, it may be remarked that 


= 
7 

> 

~ 


51.9 14.4 93.9 - 0.3 + 21.8 
64.3 10.9 79.8 — 14.0 + 15.5 


on 





9 
.6 


5 
credit, or goods included in a list of highly essential items. Further cuts were 
effected on motor chassis, newsprint and other main items, and the petrol 
ration was cut again. 

The Government set a limit to the amount of dollar licences to be issued to 
1 was cover imports for the remainder of 1947-48 and importers’ requirements were 
ed to compressed within it. Detailed arrangements for imports in 1948-49 have 
not yet been announced, but it is understood that a budget system is to be 


79.4 i 66.5 — 23.1 - I 
77-5 9.8 94.1 - 12.1 + I 
86.8 14.1 22%.3 —- 4.3 + 3 


moO fe 
-~ On 


34 


we introduced, whereby a maximum figure will be set for the value of licences 
— and issued for dollar imports, and that importers will be allotted quotas within 
le for this maximum. Presumably the figure will correspond to the amount of 
non- | dollars it is considered reasonable to allow against requirements from the 


dered sterling area dollar pool. 
In addition, the possibilities of expanding exports to hard-currency areas 
are being explored. Here the problem is that Australia’s main exports, other 


aa than wool, are covered by bulk contracts with Great Britain. There are other 
veal’, products, such as steel, of which Australia is extremely short herself, and can 
t was ill afford to spare. Nevertheless, a high priority is being given to dollar- 
tered. earning exports, and some positive results are hoped for. 


but The effects of the dollar conservation policy on trade with North America 
rope to March, 1948, are shown in Table III, together with total trade with all 
apn countries. Imports from North America have been reduced well below the 
! high levels of the second half of last year, and further declines are to be expected 
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as the effects of the policy become fully felt. Exports are fairly satisfactory, 
in view of the fact that, despite higher prices, shipments of wool to the United 
States were 30 per cent. lower in value in the nine months to March, 1948, 
than in the same period of 1946-47. It will be noticed that recently Australia’s 
total exports have reached exceedingly high figures, owing to higher prices 
and greater quantities among a wide range of commodities. 

Despite these efforts to conserve dollar expenditure, the Commonwealth 
remains dependent on the size of the sterling area dollar pool. In a review of 
the situation to the House of Representatives on December 4, 1947, the Prime 
Minister stated that at the Sterling Area conference in London in September 
Australia had been asked to live within her dollar income. He went on to say 
that the Government had been unable to give a rigid undertaking of this kind. 
The Government did, however, undertake to co-operate with the United 
Kingdom Government in reducing dollar expenditure to the fullest practicable 
extent. To Australians there is undoubted justice in taking this position, 
To set the Commonwealth a strict limit would be to strike a blow at the prin- 
ciples of freedom of action and flexibility of administration which are the 
hallmarks of sterling area co-operation. In the financial field, these principles 
are akin to the principles of British Commonwealth co-operation in the political 
field, and Australians feel they must be kept alive at all costs. 

Whether Australia will be required eventually to face up to the necessity 
of living within her dollar income depends on the course of events now taking 
place on both sides of the Atlantic. Such a possibility raises many speculations 
as to the most desirable policy to take, but however one looks at it, it seems 
inevitable that in making the necessary adjustments both Australia and 
Britain would suffer loss. 


New Zealand Resists Inflation 
By a Special Correspondent 


beset the New Zealand economy since the war is beginning to weaken. 

A year ago almost all consumer goods other than foodstuffs and the 
small range of manufactured products made locally were in short supply. 
Now, by contrast, the retail trades, while still reporting severe shortages in 
some lines, are actually complaining of surpluses in others. A recent survey 
found that in the clothing and textile category, traders were overstocked in 
seven lines and understocked in twelve, the evidence on nine others being 
inconclusive ; in lines other than clothing and textiles, traders were found to 
be overstocked in ten, understocked in twenty-four, while in twenty the 
position was doubtful. Thus New Zealand seems to be moving from a condition 
of overall general inflation to the secondary inflationary stage of acute shortages 
in specific lines. Unfortunately, the shortages reported by the survey men- 
tioned above are principally in essential goods, while overstocking relates 
mainly to luxuries. Some industries, notably building, cannot hope to meet 


Test are at last some signs that the inflationary pressure which has 
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NEW ZEALAND RESISTS INFLATION 








accumulated demand for many years, and employment is still at too high a 
level for transfers of labour to occur at all easily. 

The movements in banking figures have reflected fairly accurately the 
general economic trends. As Table I shows, trading bank deposits increased 
by only £NZ 14.5 millions between 1946 and 1947, whereas the rise during 


TABLE I 
NEW ZEALAND TRADING BANKS 
(£NZ o00’s) 
LIABILITIES ASSETS 
(in New Zealand) Net Advances Unexercised 
Bankers’ Overseas Securities and Overdraft 
Demand Time Total Cash* Assets Govt. Other Discounts Authorities 
Average of Monthly 
Figures : 
1939 a -. 38,043 30,178 68,221 15,765 3,962 11,264 261 54,242 23,621 
1945 . -- 99,836 31,634 131,470 52,402 13,647 29,335 2,473 51,618 40,274 
1946 a -- 117,071 34,414 151,485 67,794 12,541 26,168 2,293 58,342 45,041 
1947 7 -- 128,115 37,870 165,984 66,04r 13,295 20,913 2,124 76,247 46,669 
As at last Wednesday in: 
February, 1947 .. 128,709 35,127 163,836 67,306 17,912 25,121 2,180 66,788 46,706 
February, 1948 .. 141,832 38,261 180,092 67,091 16,719 18,593 1,989 86,612 49,373 


* Bankers’ Cash includes Notes and Coin, and Balances at Reserve Bank. 

the preceding year had been {NZ 20.0 millions. But more significant is the 
fact that between May and December of last year they were just about stable 
in spite of an increase in bank advances by {NZ 11.8 millions over the same 
months. This period excludes the season of heavy receipts from exports, but 
in each of the preceding two years deposits rose by about {NZ 10 millions 
even between May and December. Savings bank figures tell a similar story. 
During 1947 the rate of new saving fell to about half the level of the previous 
two years, and towards the end of the year there was a certain amount of 
dissaving. 

The principal factors in New Zealand’s post-war inflation are summarized 
in Table II. Britain’s experience since 1945 has been that a deficit in her 
external trade has mitigated the effects of domestic inflation. The table 
indicates that for New Zealand the external balance, which has been favourable 
throughout, has had the reverse effect. Indeed, it appears that, inasmuch as 
the excess of the Dominion’s exports over imports has been greater than the 
rise of bank deposits, the external trade surplus has been the main, if not 
the only, primary cause of credit expansion during the past three years, It 
would be ungracious not to mention, too, that New Zealand’s trade policy 
in regard to both exports and imports has been regulated by the desire to 
afford the maximum assistance to Britain. Great forbearance has been 
exercised in keeping down dollar imports so as to lessen the Dominion’s need 
to draw upon the sterling area dollar pool, and there is now a gentlemen’s 
agreement between the Governments of the two countries for New Zealand 
not to allow her imports from the United Kingdom to exceed her current 
earnings of sterling. In other words, New Zealand has undertaken not to use 
her accumulated sterling balances to obtain British manufactures which might 
otherwise be exported to hard currency areas. Moreover, under contracts 
which are due to expire in 1950, New Zealand is exporting meat and dairy 
produce to Britain at prices which are considerably below those prevailing in 
world markets. Had New Zealand been willing to drive a hard bargain with 
her best customer, there is little doubt that she could have earned much larger 
amounts of foreign currency, and accelerated the pace of domestic recovery 
by indulging in a still larger import programme. 
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The difference between the cumulative totals in the second and third 
columns of Table II is caused mainly by the gift of {NZ 12.5 millions to the 
United Kingdom and by payments of interest on external debt. As the 
New Zealand Government’s financial year ends on March 31, the periods shown 
for Government accounts, in the fourth column, are not co-extensive with the 

calendar years represented in the other columns. However, the figures suffice 
to indicate the general effects of budgetary policy during the period. This 
policy, instead of slightly aggravating the inflation, as these figures suggest, 
has actually exercised a small deflationary influence ; the cumulative deficit 
of {NZ 2.5 millions includes the gift of {NZ 12.5 millions to the United Kingdom 
which, under existing trade policy, does not affect the internal monetary 
position. 

Budgetary policy could indeed have checked the inflation only if the 
Minister of Finance had been prepared to budget for a surplus of sufficient size 
to counteract the deficiency of imports. The political implications of such a 
course were not of a kind to be readily acceptable to a Labour Government. 
On the revenue side, taxation of both personal income and company profits 
was in 1945 already at deterrent levels, and with the cessation of direct war 
expenditure the public expected substantial reductions. But the Government 


TABLE II 
Increase Excess of Movement Surplus or 
in Exports in Deficit in 
Bank over Overseas Government 
Deposits Imports Assets Accounts* 
{NZ m. £NZ m. £NZ m. £NZ m. 
1945 ies wa ies ae 19.9 + 26 + 40.5 — 5.6 
1946 a es wis ae 17.4 + 27 + 10.3 + oO.1 
1947 ¢ - es ana oe 8.2 + 6 -— 11.2 + 3.0% 
Cumulative Total — is 45-5 + 59 + 39.6 —- 2.5 
* Year to March 31 following each calendar year with which the figures are aligned. 
+ First 9 months only. t Estimate for 1947-48. 


found itself committed to high terminal war expenses, of which the most 
important were the rehabilitation and gratuity arrangements for returned 
Servicemen. Moreover, since the end of the war, the receipts from the flat- 
rate Social Security tax of 1s. 6d. in the £ have increasingly failed to meet the 
cost of social benefits. In 1946-47 the Social Security Fund had to be sub- 
sidized by a contribution of {NZ 18.0 millions from consolidated revenue. 
Finally, as in Britain, the policy of trying to stabilize the cost of living by 
subsidizing the price of essential commodities has imposed an ever- mounting 
burden on the Treasury. In 1947-48, out of {NZ 105.5 millions of total esti- 
mated expenditure from the Consolidated Revenue Fund, {NZ 16.0 millions 
was earmarked for transfer to the Social Security Fund and {NZ 13.5 millions 
for stabilization subsidies. 

As already indicated, the stepping-up of imports has recently brought 
some abatement of inflationary pressure. The official figures for imports are 
available only up to September of last year, but it is known that during the 
final quarter of the year there was quite a spate of imports as merchants were 
anxious to utilize their import licences before they were rev iewed on December 
31. It was expected that the Government in formulating import policy for 
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1948 would seize the opportunity of easing domestic inflation still further by 
granting import licences at least as liberally asin 1947. Instead, it has authorized 
private imports of only {NZ 95 millions, compared with {NZ 115 millions last 
year. This decision has been severely criticized in New Zealand, especially as 
receipts from exports should be considerably higher this year. The Acting 
Minister of Commerce has replied that the figure of {NZ 95 millions does not 
include imports on Government account, such as equipment necessary for 
Government works. The need for pressing on with certain essential capital 
development, notably hydro-electric schemes, is certainly urgent, but while 
the economy is still short of so many essential consumer goods the Government 
does seem to have been unduly cautious in so restricting the area of private 
importing. The motive for this caution may be anxiety to keep well within 
the terms of the understanding with Britain not to draw on accumulated 
sterling balances to finance current imports. 

However, as her markets in other areas tend to weaken, Britain will in due 
course be ready, even anxious, to expand her exports to New Zealand ; 
obviously, the eventual elimination of the Dominion’s import deficit would 
be a powerful anti-inflationary factor. Because her export prices are at 
present well below world levels, New Zealand does not have to fear the effects 
of a recession in commodity prices, and her international purchasing power 
should not fall for many years ahead. But, so long as she feels impelled to 
exercise restraint in the matter of imports, there will remain an urgent need 
for public finance to play a more active anti-inflationary réle. By its decision 
last August to cut the stabilization subsidies by {NZ 7 millions, or 35 per 
cent., the Government took a step in the right direction, even though com- 
pensatory increases in most social service payments and a small increase in 
the wages of certain workers were granted simultaneously. This process 
should be taken further in forthcoming budgets, both in order to relieve the 
strain on the Treasury and with a view to removing distortions from the 
structure of wages and prices. Secondly, although one must assume that the 
comprehensive social benefits have come to stay, the actuarial basis and 
administration of the scheme might well be revised. It may still be possible 
to transfer part of the cost to a form of social insurance on the English model, 
instead of depending on a special tax levied on income, supplemented by trans- 
fers from general revenue. There is probably also scope for cuts in the size of 
the Civil Service, which has almost doubled since 1936. Economies on these 
lines, together with the tapering off of terminal war expenses, would make it 
possible for the Minister of Finance to introduce next August a more positive 
and imaginative budget than New Zealand has known since the war. Like 
Sir Stafford Cripps’s recent budget in this country, it should aim at a sub- 
stantial surplus, while simultaneously reducing taxation at those points at 
which concessions could do most to revive initiative and energy. New Zealand 
is now one of the most highly taxed countries in the world, and if overseas 
settlers, not to mention overseas capital, are to be attracted, the reduction 
of taxation is only a slightly less urgent need than the elimination of excess 
purchasing power. But, if the Government is content that public finance shall 
remain a passive—even a deadening—influence, a really sound and healthy 
economy in New Zealand will be difficult to achieve. 
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Bankers and the Companies Act, 1947 
By R. W. Jones 


Tits new Companies Act received the Royal Assent on August 6, 1947, but 








its provisions did not come into force forthwith : S.123 (2) gave the Board 

of Trade powers to prescribe the dates when different sections should 
become operative. Accordingly, the Companies Act (Commencement) Order 
of November 22, 1947, prescribed December I, 1947, as the appointed date for 
some seventeen provisions to come into force. A further Order dated March 1, 
1948, appointed July 1, 1948, as the operative date for the remaining sections, 
save for $.120 (2)—providing for the Board of Trade to make regulations 
varying certain schedules of the Act of 1929—-which came into force on March 2, 
Under these powers the Board has amended Table A and the form of annual 
return with effect from July 1. 

Whilst bankers are naturally interested generally in legislation concerned 
with a type of customer that is increasing rapidly—the limited company— 
they will find that comparatively few of the 123 sections are concerned with 
matters that directly touch the conduct of the banking accounts of such 
customers. 

The following notes, grouped by topics rather than by sequence of sections, 
are designed to set forth certain aspects of banking practice that are affected 
by the new Act. Firstly, certain situations that may arise following the 
winding up of a company will be examined. 


FRAUDULENT PREFERENCE 


During the last fifteen years banks have been subject to what they have 
regarded as unreasonable risks arising from the interpretation of S.265 of the 
Companies Act, 1929. This relates to fraudulent preference and, adopting 
the provisions of $.44 of the Bankruptcy Act, 1914, enacts in effect that any 
company which, unable to pay its due debts from its own money, makes a 
payment to any creditor designed to give such creditor or any surety or guarantor 
for the debt due to such creditor a preference over other creditors shall be guilty 
of a fraudulent preference if winding up proceedings commence within three 
months of making such payment. The purpose of bringing a guarantor into 
this complicated business might reasonably be thought to have been to enable 
a liquidator to get at the person actually preferred, where the company, 
having a guaranteed debt, seeks to protect the guarantor at the expense of the 
general body of creditors by paying off the creditor so guaranteed. This, in fact, 
was the view taken by the Court in In Re G. Stanley and Co., Ltd. (1925), 
and banks were thus enabled successfully to resist claims by trustees and 
company liquidators where it was established that the dominant motive of the 
debtor was to prefer his guarantor. But from 1932 onwards there was a steady 
stream of cases in similar circumstances where the Courts took a different view 
and fastened the responsibility of refunding to the liquidator or trustee upon 
the bank and not upon the guarantor. As a consequence, one bank had grafted 
into its guarantee form a clause designed to preserve its rights against a guaran- 
tor in such a case. Energetic representations were made by the banking wit- 
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nesses before the Cohen Committee on this matter of fraudulent preference of a 
guarantor. Their memorandum pointed out that a bank had no means of 
anticipating the intent of an unscrupulous director-guarantor, who, by the 
expedient of paying into the company’s account all sums received by it, whilst 
abstaining from using the company’s current overdraft facilities, gets rid of, 
or lessens, his guarantee liability to the bank. A bank faced with a claim by a 
liquidator in such circumstances could not, owing to procedural difficulties, at 
the same time endeavour to put the liability upon the guarantor, but had to 
proceed by separate indemnity proceedings. The Cohen Committee did not 
follow these representations all the way and accepted the principle that the 
person to whom payment was made should be obliged to refund such sum to 
the liquidator. It recommended, however, that the law should be amended to 
give the party making such refund a right to recover it from the guarantor to 
the limit of his guarantee. 

The new Act, in $.92 (4), consequently provides that, where an application 
is made to the Court by a liquidator seeking to impeach a payment as a 
fraudulent preference of a guarantor, the Court shall be empowered to determine 
any questions regarding such payment arising between the creditor receiving 
it and the guarantor and to grant relief in respect thereof. In furtherance of 
this purpose the Court may grant leave to bring in the guarantor as a third 
party. This section certainly contains the material for alleviating the situation 
in which a banker may on occasion find himself. 

S.115 (4) applies this new provision to bankruptcy proceedings. 

There is a further amendment as regards fraudulent preference generally, 
found in S.92 (1), whereby the time limit is stretched from three months to six 
months. By S.115 (3) this is also made applicable to bankruptcy. 


ADVANCES FOR WAGES OR SALARIES 

Section 264 of the Companies Act, 1929, reproducing earlier statutory 
provisions, included in the class of preferential payments in winding up, 
the wages or salaries of clerks or servants for a maximum sum of {50 for a 
period of four months and the wages of a workman or labourer for a maximum 
sum of £25 for a period of two months. Sub-section (3) of the section introduced 
new law, providing that any person who had advanced money to a company 
for the payment of wages or salaries should have the same priority in a winding 
up in respect of such advances as the employees so paid would otherwise have 
had. 

The payment of a company’s weekly wages cheque is on occasion a matter 
of some cogitation for a banker ; failure to do so may precipitate the disaster 
of winding up, which the bank and company alike have been striving to avoid, 
whilst yielding to the directors’ entreaty may result in increasing a bad debt. 

The concession introduced by the Act of 1929 enabled a banker to accom- 
modate a company in this respect with a lighter heart, for he had the com- 
fortable assurance that, in the subsequent event of liquidation, and provided 
that the claims of secured creditors left something over for their unsecured 
brethren, he could rank for payment in full for his wages advances within the 
prescribed limits of time and amount on equal footing with other preferred 
creditors. Possibly banks have not striven with liquidators to any great 
extent in an endeavour to advantage themselves of this concession. In three 
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instances, however, liquidators have brought such claims into Court, but in 
each case the bank concerned has succeeded. Doubts have been expressed 
whether the concession was meant to apply to a bank consistently advancing 
money for the weekly wages cheque, and in one case the judge considered that 
the section was merely designed to cover the case of a director occasionally 
footing his company’s weekly wages bill as a temporary convenience. 
However, neither the Cohen Committee nor the new Act sought to confine 
the application of $.264 (3) in any such way. The Committee recommended 
that the differentiation between the categories of clerks or servants and work- 
men or labourers should be removed and that {100 and four months should be 
the respective limits of amount and time for both categories. The new Act, 
in S.gt (I) and (2), however, went further and put the maximum amount at 
£200 per head and the limit of time at four m« mnths for both classes of employees, 


FLOATING CHARGES 

Originally a floating charge given within three months of a company’s 
winding up was available only for fresh moneys lent on the strength of it 
unless the company cot gs demonstrate that it was solvent immediately after 
the giving of the ch . The Companies Act, 1929, in S.266, extended the 
crucial period to szx oie The purpose of this provision, of course, was 
to protect unsecured creditors from exploitation at the hands of creditors 
secured at the eleventh hour in circumstances smacking of fraudulent pre- 
ference. The Cohen Committee did not consider, however, that this object 
was adequately achieved by extending the time limit to six months. They 
had in mind fraudulent promoters of a company taking a floating charge from 
the company, which then obtained goods on credit and after six months 
went into liquidation, leaving the unpaid sellers of such goods as unsecured 
creditors. The floating charge would then fasten on the goods and nothing 
would be left for these unfortunates. The Committee had evidence that it was 
not difficult for unscrupulous directors to hold off creditors for the danger period 
of six months after the taking of a floating charge, thus making it valid. The 
Committee accordingly recommended that the period should be extended to 
twelve months, and this has, in fact, been accomplished by S.93 (1) of the 
new Act. 

A banker taking a floating charge as security for an existing debt will 
now undergo a longer period of anxiety and have to contemplate the possibility 
of disaster in the shape of winding up overtaking the borrower within éwelve 
months. But if the overdrawn account is kept active, and the company per- 
suaded to bank all its takings, it may be that, despite winding up within a year 
and even though it cannot be shown that the company was solvent at the 
time of the giving of the floating charge, such charge will nevertheless be valid 
in the banker’s hands. This happy state of affairs will result from the operation 
of the rule in Clayton’s case, whereby payments to credit after taking the 
charge will be appropriated to satisfaction of the overdraft existing at the date 
of the charge. Thus, although the state of the overdraft at the effective date of 
liquidation may be substantially the same as when the charge was taken, it 
will nevertheless be covered by the charge if payments to credit of the com- 
pany’s account have been of sufficient size. 
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Staffing the Clearing Banks 


Il — Case for a Two- Tier System 





A first article, contributed to the April issue of THE BANKER by an experienced 
but necessarily anonymous official of a clearing bank, drew attention to radical changes 
which are taking place in the long- run problem of staffing the banks. It showed that 
the proble wid u on ich confronts the banks now is not merely one of post-war re-settlement. 
Five distinct influences—population trends, social insurance and hopes of continued 
full employ elle distaste ‘of clerical work, nattonal servic ‘, and, above all, the new 
education system—combine to make it improbable that policies which have sufficed 
in the past can do so much longer. 

No solution of so far-reaching a problem ought to be attempted without full and 
frank discussion, which this series of arlicles seeks to stimulate. The first writer 
made certain proposals for staff grading, to make promotion more flexible and less 


= 


tied to seniority ; but he categorically rejected any “ two-tier” system of recruitment 
as “ weaned to the entire tradition of our banks 
The writer of this second article, a senior official in another clearing bank, takes 


a radically different view, well aware thai tt is provocative and that necessary plain 
speaking may make it more so.—Eb. 


By Another Banking Correspondent 


the interests of so large a body as the staffs of the clearing banks, are 

bound to arouse keenly conflicting views. But, however sharply divided 
the opinions on the first article may be, upon one aspect all objective critics 
ought to be agreed. The five “ distinct influences” upon future staffing 
problems which that article tabulated and discussed are a challenge to the 
banks and their managements, and a salutary warning to all who have been 
tempted to imagine that the staff problems at present confronting them will 
inevitably solve themselves. It is not the purpose of this second article to 
criticize or answer the first; the justification for another opinion, as the 
editor has said, is to offer a solution arrived at from a somewhat different 
point of view. So far as the purely factual analysis goes—especially the state- 
ment of the new influences with which bank staff policies must now contend 
—the description in the first article can be accepted as a sound basis. 

The attitude of the banks—as of other large employers of clerical labour— 
to problems of personnel has changed in recent years ; unquestionably, the 
change has been for the better. Ev ide nce of a new approach in the banks has 
shown itself in the close attention paid to the resettlement problem after the 
war; in the growing emphasis upon the need for training and the provision 
of iacilities for it; in the emergence of an increasing number of men under 
forty to positions of managerial authority. No friendly critic of bank staffing 
policies would belittle either this conscious advance or the obvious good 
intentions of those in authority ; but the very fact that this progress is being 
made may suggest to some that already the banks may be on the road to a 
solution of their staff problem. In the writer’s opinion, this is sheer wishful 
thinking ; the new policies, excellent and well-intentioned though they are, 
will not suffice by themselves. 


Aire suggestions for change in matters such as these, which touch intimately 
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The banks are not alone in the staff dilemma. Youth everywhere is at a 
premium. On all sides, the traditional channels through which recruits flowed 
into employment are seen to have been clogged or distorted by the distressing 
effects of a war which dislocated the educational system and disturbed family 
life. But the problem, as the first article showed, is very far from being merely 
one of post-war re-settlement, of freeing the channels made familiar before 
the war. New channels have been cut by the powerful social forces released 
by the war, and, for clerical labour, these channels do not lead naturally to 
the banks. While the juvenile population has declined, the demand for young 
men of the type the banks have recruited in the past has increased alarmingly. 
The armed Forces and the Civil Service have expanded very greatly, and both 
are now absorbing an increasing number of school-leavers, while the more 
complex structure of industry and commerce has brought into the field new 
competitors in the quest for those who will some day make good managers 
and executives. As the first article indicated, the banks are not even now 
attracting an adequate proportion of the more able school-leavers—the men 
whom they have counted upon in the past to man their senior appointments 
in fifteen or twenty years’ time ; in future, if present staff policies are persisted 
in, it is likely that bank recruitment will be more and more from among those 
who are not up to the standard of the universities and the professions. 

The fundamental weakness in bank staff policy is recruitment. Until this 
is re-examined in the light of present social and educational conditions—and, 
above all, in the light of a frank analysis of the banks’ staff needs in a qualitative 
sense—the best intentions and the most elaborate training schemes will not 
save the banks from a gradual deterioration in the quality of their staff. 
Their practice now, as in the past, is to recruit boys of between sixteen and 
eighteen years of age. All—or virtually all—of these enter with high hopes of 
attaining managerial status eventually. Few of them, at age eighteen, or 
even at twenty-five or thirty-five, could or would bear the thought of spending 
the whole of their working lives as clerks. Yet in practice this must be the 
fate of a large proportion. The banks, knowing well the basis of hope upon 
which these men joined them, try to find managerial appointments for as many 
as possible—a benevolent intention which inevitably tends to place undue 
importance, in the scale of qualifications for promotion, upon the virtue of 
seniority and its much abused (and often misunderstood) twin, ‘‘ experience ”’. 
It may be that in future the banks will aim at placing an even higher proportion 
of their male juniors in managerial appointments ultimately. The “ ideal” 
of doing this for all of them is, of course, virtually an arithmetical impossibility ; 
but even a closer approach to the “ ideal’ would involve either a greatly 
expanded supply of women clerks and/or a reduction in the period for which 
managerial appointments are held. It is most unlikely that sufficient suitable 
girls will be available to permit of any radical departure from past practice ; 
on the contrary, all the indications point to a general shortage of women 
clerical labour for several years. But if more boys can become managers only 
by waiting even longer for their appointments, one of the most impressive of 
popular criticisms of banking as a career will be reinforced. Among school- 
masters—also as the first article pointed out—there is noticeable reticence to 
recommend banking to their best boys, and one of the reasons for this is the 
belief that promotion is far too slow. If banking is to make a more vigorous 
appeal to youth, and if ability, initiative, personality and all the other items 
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in the catalogue of virtues which the managements of the banks extol ad 
nauseam are really to flourish in banking, then future executives and managers 
must learn their art while they are in their prime. Far too often in the less 
enlightened past has managerial appointment been regarded as the natural 
reward for long years of faithful toil in the clerical grades. 

There is a risk here of being misunderstood ; but this is a matter which 
calls for blunt speaking, if the essence of the banks’ problem is to be set forth. 
A staff structure which keeps potential managers and executives in subordinate 
clerical work for almost a quarter of a century is bound to develop a narrow 
outlook—except among the very few who are both abnormally sturdy and 
well-endowed. The transition from chief clerk to manager after years of 
repetitive routine is frequently painful both for the individual and the bank 
—often, indeed, for the customer as well. This danger strikes deeper, for at 
present bank officials reach positions in which they are manifestly uncom- 
fortable in the exercise of any but routine technical duties. There comes a 
time when many managers and executives reach a level for which their previous 
experience and the whole pattern of their life in and out of their offices has 
not prepared them. To be blatantly candid, it must generally be true that, 
unless a bank-man has private means, he has lived most of his life as a clerk ; 
his friends, his tastes, his pursuits and his whole attitude to life are coloured 
by the fact that throughout the formative years—youth and manhood—he 
has performed the work of a clerk and as a clerk he has been remunerated. 
Seldom has he been able to indulge in the interests and pursuits which have 
been the background of those who, when he becomes a manager or head office 
official, are his new business associates. Little wonder that many such men 
are uneasy in the environment into which they may be thrust on promotion. 
This is not snob stuff—it strikes a far deeper note. Time and time again the 
Atmy has proved that a man can remain so long in the ranks, or the sergeants’ 
mess, that, try as he may, success in a commissioned rank evades him. 

Reference has already been made to the effects of modern trends in the 
national system of education. In particular, the discussion in the first article 
need not be repeated here. But the vital point needs to be pressed home afresh ; 
soon the banks will be recruiting increasingly—and, eventually, predominantly 
—from school-leavers who have not been able to reach the standard required 
for higher education, or the professions, or industry and commerce at cadet 
entrant level. Eventually, any boy who merits it will be assisted to the 
university ; he will not be available to the banks at the age at which they 
nowadays recruit almost the whole of their staffs. And at a later age, if present 
policies are continued, he is not likely to be interested. In the past—and let 
this be clearly understood—a very high proportion of the best boys who joined 
the banks from secondary, grammar or minor public schools did so because 
of the economic squeeze ; they deserved but they could not afford further 
education. Social circumstances, not any design on the part of the banks, 
made their misfortune the banks’ gain. It was this factor of economic pressure 
upon a limited number of above-average boys—this factor beyond all others— 
which made the traditional staff policies work. It explains how it happened 
that a policy of mass recruitment from an approximately homogeneous social 
layer, from a standardized age-group, and by the offer of uniform inducements, 
yet succeeded in attracting, and retaining, two contrasting broad categories of 
human material—on the one hand, the men who had the capacity to be good 
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managers, good head office executives, good general managers ; on the other 
hand, the many more who, whether or no they had capacity “for higher appoint- 
ments, had perforce to be clerks or minor officials for the whole, or most, of 
their working lives. 

Thus, in the past, the banks have secured the high-grade material they 
needed for the limited number of really important posts ; and if, by and large, 
they have secured no more than they needed, so that none within the ranks 
beneath were wasting their potentialities more obviously than they might 
have done in other w alks of life, or eating their hearts out in disappointment 
—if, on the whole, such silent tragedies have been avoided, it has been by the 
merest accident. This is not to belittle the many efforts towards “ progres- 
siveness ’’ in staff management, as distinct from recruitment. But no amount 
of “consideration ’”’ for staff, no improvement in general conditions and 
amenities, can alter the hard facts of arithmetic—they can only soften the 
impact or deaden the consciousness. 

It will be seen, then, that the emphasis we have so far placed upon the 
difficulty, for the future, of securing potential managers and executives does 
but emphasize half the problem. There is another, equally vital, aspect of 
this key problem of recruitment. Though we solve the problem of finding 
senior officials, the great bulk of day-to-day routine clerical work must go on, 
it must be done accurately and speedily and, most important of all, it should 
be done by those who find satisfaction in doing it. A considerable amount of 
humbug is talked about the unpopularity of clerical jobs; the surest way 
of making them popular is to recruit for clerical work those who do in fact 
enjoy it when it is properly organized and rewarded. Where the banks have 
failed is in expecting to find this type of boy—the boy who really wants to 
do clerical work—in schools where the main emphasis has been in preparing 
for a different type of vocation, and in expecting, moreover, to find there 
boys who will make good clerks at first and good senior executives later on. 
Surely the sensible approach is to recruit at a different level for clerical work 
and to attract suitable boys of fifteen from the modern schools which are now 
replacing the old elementary schools. They should be given their own graduated 
salary scales, and could and should be offered many advantages which are not 
enjoyed by employees in the occupations which most boys leaving school at 
fifteen take up at present. 

As for the other aspect of the problem, there is evidence of a mild interest 
in the banks in recruitment from the universities. But this is not a matter of 
compelling importance at the moment ; nor does the policy tentatively pur- 
sued in the past contain the germ of a solution of the future problem. Already, 
a very small number of university men do enter the clearing banks, but they 
are mainly specialists. In passing, however, it ought to be pointed out that 
intensification of this practice of mere infiltration of a small, select adminis- 
trative class from the universities would create resentment in a way that an 
open and recognized division on entry probably would not. Even among 
those who might concede the logic of the two-tier system, there are likely to 
be wide differences about the sources from which, and the manner in which, 
those intended for the upper tier should be recruited. But in debating this 
difficult question, the banks ought to beware of generalizing from particular 
instances, to be found in most banks, of university men who have failed to 
make good; generally, such men have been recruited not for particular 
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functions, but rather because it was hoped that they would leaven the social 
loaf. Moreover, as the first article pointed out, the inducements offered by 
the banks have been so modest as to make it virtually certain that such recruits 
cannot be regarded as representative of their class. Further, the difference 
between a university man and one who holds a university degree must be 
kept clearly in mind. 

Obviously, this whole subject bristles with difficulties of every kind. It 
is sufficient, for one occasion, to have mooted, in public, ideas which many 
bank managements and many bankmen will regard as revolutionary ; which 
some may even feel to be in bad taste; and which in many quarters may 
generate much heat. These are the dangers of all frank speaking on delicate 
issues. In the writer’s sincere conviction, fearless bluntness now is imperatively 
needed in the interests of staffs and banks alike. But, in the circumstances, 
it would be foolish to try to present a detailed plan, even for the purposes of 
debate. The main outlines are sufficient—perhaps more than sufficient—at 
this stage. They can be readily recapitulated. It is submitted that the 
clearing banks should recognize at least two distinct levels or grades of work 
and that they should recruit suitable personnel at each level. Properly 
executed, such a policy would enable the banks to attract desirable young men 
to a career which would compare very favourably in all respects with any 
which are at present preferred by so many of the boys who would be welcome 
in banking. On the other hand, the clerical grades recruited from a different 
source should be staffed by those who are more likely to be happy and efficient 
in a routine occupation than by those who, as at present, include many who 
are almost bound to be disappointed and frustrated because they have not 
reached managerial status. 

For inspiration for any change of outlook on staff matters one would 
naturally look to the various staff departments. This raises yet another 
dangerously provocative issue. Has staff management in banks been given the 
status it demands? Are staff departments and officials, considered as a group, 
likely to initiate, sponsor or carry through a revolution in the policies and 
methods which they have followed in the past ? Despite the new “ progres- 
siveness ’’ to which attention has been drawn, many aspects of staff manage- 
ment seem to have been reduced to rule of thumb. To many observers, it 
appears that staff controllers and staff managers are all involved in super- 
vising a mass of routine record-keeping—work which could well be left to 
senior clerks. The controllers and managers are frequently men with excellent 
records as clerks or even managers. But is that enough ? Just as good clerk- 
ship is ordinarily regarded asthe essential qualification for managerial and 
senior executive posts, so, alas, is it the common stepping stone to key appoint- 
ments in staff management. Yet, in fact, the qualities required of key officials, 
of policy-makers, of staff managers, are usually the very opposite of those 
which make the good clerk. Moreover, among even the senior staff officials 
few have had the opportunity of attaining a knowledge of staff management 
outside the context of banking, or of studying the approach to problems 
similar to their own in other spheres. Confusion still clouds the stage at 
which day-to-day administration and welfare end, and really dynamic staff 
management and control begin. The banks would be well advised to encourage 
potential staff controllers to spend some time examining the immense amount 
of good work which is being done in this country at present. They should 
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study, for example, the fighting services and the new technique of selection 
boards. If only to learn from its mistakes—though it is not only from these 
that they would learn—they should study the abused Civil Service, for much 
of its administrative structure is similar to that of the banks. Above all, 
they should study the staff departments of the great commercial and industrial 
companies, which in recent years have been forced to place great emphasis on 
problems of recruitment. An immense amount of goodwill and a new deter- 
mination to solve common difficulties by study and consultation are now 
evident in this country Administrative Staff College which has recently 
been established at Henley-on-Thames is evidence of this. 

Finally, let all beware that they do not lose sight of the crux of this problem 
of staffing the clearing banks. Many are in danger of doing so by over- 
emphasizing, in their enthusiasm for a progressive and worth-while innovation, 
the importance of training within their several institutions. The present 
training schemes in operation in several banks are monuments to the praise- 
worthy initiative of those who inspired them, but no training scheme will ever 
atone for a bad system of recruitment. Having decided what they require in 
their staff at all levels, the banks will find training schemes extremely valuable. 
But training is always limited by the quality of the trainee. A scheme which 
converts happy, contented and efficient clerks into first-class managers and 
executives has yet to be devised. 


The Si t 
e Silver Coin Shortage 
By R. J. Martin 

OR some months the country has suffered from an acute shortage of silver 

coin. The position is a curious one, and it has baffled the public, the banks 

and even the monetary authorities and the Royal Mint itself. 

The silver coinage position at midsummer last year was comfortable and 
the outlook hope ‘ful. Since September, 1939, as Table I shows, the Mint had 
struck silver coin to the value of {£60 millions, increasing the amount in circula- 
tion to above {123 millions. That was considered nearly adequate to meet the 
increased demands for coin arising from the rise in the price level. Special 
demands due to changes in currency habits during the war were likely to recede. 
Millions of men and women had been released from various forms of war 
service, and, as a proportion of these would no longer be paid weekly in cash, 
the demand for coin for pay days would be correspondingly less. 

In the autumn of 1946 Parliament had passed the melancholy Coinage Act 
which abolished the silver coinage, substituting one of sombre cupro-nickel. 
Just after the first world war the Coinage Act of 1920 had robbed Britain of her 
“standard” silver coins—coins containing 92} per cent. pure silver. This 
alloy had been used in Saxon times, and, although through the centuries it had 
seen its ups and downs, it had been in constant use in Britain for over 300 years. 
From 1920 new coins contained only 50 per cent. silver and the pre-1920 
coins were gradually withdrawn. The final blow was dealt by the 1946 Coinage 
Act. No more coins were to be struck with any silver content*, and those in 











* Except the traditional Maundy coins, for which the prescribed silver content was actually 
raised, from 50 to 92} per cent: 
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circulation, estimated at nearly 2,000 millions in number, were to be with- 
drawn and replaced by “ silver ’’ coins—they are still so-called—of cupro- 
nickel alloy. The silver withdrawn was to be melted into bullion and shipped 
in due course to the United States in part repayment of the silver sent to 
Britain under Lend-Lease. 

The process of withdrawal and replacement promised to be a formidable 
task. But last summer hopes ran high. Bank coin holdings were at record 
levels : branch banks in the country reported surpluses. Official figures of coin 


TABLE I 


COINS STRUCK AT ROYAL MINT 
VALUE 
No. oF SILVER COINS Nickel- 
(millions) Silver Brass Bronze Total 
3d. 
(000’s) 
£ £ £ £ 
5,819 70 324 6,214 
5,785 158 215 6,158 
6,067 752 131 6,951 
10,624 1,290 209 12,123 
6,856 1,271 202 8,329 
6,754 872 374 8,000 
7,589 371 475 8,435 
8,737 60 35I = 9,149 
6,177 — 277 6,454 
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25.0 971. 64,408 4,844 2,558 71,813 


TABLE II 
ESTIMATED CIRCULATION OF COIN IN THE UNITED KINGDOM * 
May, 1948 
Aggregate Circulation Struck in 1947 
Million pieces Million pieces 
Half-crown .. oe ae 7 378 19.8 
Florin ais ae + es 417 18.4 
Shilling ave nr ne “e 466 24.4 
Sixpence rs win ii a 552 25-4 
Threepence— 
Silver .. ir rye i 114 — 
Nickel-brass_ .. i a 440 — 
Penny oa ad oi ie 2,150 52.2 
Halfpenny .. bs oe ms 1,190 21.3 
Farthing oa re a he 540 14.7 
* Figures given in Parliament on May 4, 1948; they are subject to the qualification that 
no statistics are kept of the division into denominations of coin withdrawn, and coin 
supplied to the Colonies; nor are statistics available of coin lost, destroyed or privately 
exported, but the amounts are officially stated to be “relatively small”. 


held by banks are issued once a year only and relate only to a single day— 
June 30. These figures, summarized for the past nine years in Table III, are 
compiled from returns of thirty-two banks in Great Britain and Eire, including 
the Bank of England. It will be seen that on June 30, 1947, the silver coin 
held by the banks stood at the record figure of £24,173,483—an increase of no 
less than {6,300,000 over that of June 30, 1946. These two figures, however, 
do not afford a true comparison. In 1946, June 30 was on a Saturday, when 
coin holdings of the banks are normally depleted by weekly wage payments ; 
in 1947 it fell on a Monday, by which day of the week large quantities of 
Saturday’s peak circulation of coin have returned to the banks from tradesmen 
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and others. But last year’s holdings were £4 millions—roughly 20 per cent.— 
higher than those of 1941, the year of the last preceding statement made up on 
a Monday ; the figure then was {20.2 millions. 

These increased holdings of 1947 were due, not to any reduction in public 
demand, but to the accumulation arising from the exchange of cupro-nickel 
for silver coin. During the financial year ended April 5, 1948, the Royal Mint 
had in its estimates hoped to withdraw £4 millions of silver coin from circulation. 
By June about {1} millions had been withdrawn and melted, but certain 
smelting difficulties caused by the fuel crisis had delayed the melting of the 
further quantities which had been withdrawn and were awaiting transfer to 
the Mint. 

In the second half of 1947 strange things were happening in the domestic 
currency world. The seven-year upward trend of the Bank of England note 
circulation was arrested and a downward trend began. Between July and 
December, as Table IV shows, the circulation fell by £50 millions, whereas in 
the second half of 1946 it had risen by £33 millions. But there was no corre- 
sponding fall in the demand for coin, and by last autumn complaints were 
reaching London of silver shortages in the provinces. Normally, the relation- 
ship between the demand for coin and for notes remains fairly constant. During 

TABLE III 
BANKS’ HOLDING OF COIN 
(£’000) 
As at Gold Silver Nickel-Brass Bronze 
June 30: Day of Week Coin Coin Threepence Coin 

1939 Friday ‘ “a a 45,284 17,404 224 2,847 

1940 Saturday... ~ rae 10,256 17,184 244 2,657 

194! Monday a Ae ih 256 20,198 286 2,248 

1942 Tuesday ae Be a 903 19,899 638 2,107 

1943 Wednesday .. - his gII 20,759 834 1,920 

1944 Friday a ae oi 922 18,059 1,025 1,663 

1945 Saturday... es aa 537 15,868 1,128 1,705 

1946 Saturday ae - nr a 17,891 1,207 1,893 

1947 Monday ne : es 250 24,173 1,229 2,121 
the war years, however, as the tables Fa the coin output had failed to keep 
pace with the rapidly rising note circulation, so that a disparity between the 
behaviour of notes and coin, when the trend of the former began to turn, 
would not in itself have been surprising—given the fact that the rapid reflux of 
notes was plainly due to quite abnormal influences. 

But the dawn of 1948 brought no change in these contrary trends. The note 
circulation continued to fall heavily. The first four months of the year saw a 
decline of {112 millions, compared with only £40 millions during the corre- 
sponding period last year. The coin shortage became more acute and made 
itself felt in London. The supplies of coin which are automatically withdrawn 
from bank tills each December to lubricate the Christmas shopping this year 
failed to return in January. In normal times coin flows back to the banks early 
in the New Year as naturally as night follows day. Complaints of silver short- 
ages were heard throughout the country. The stocks of silver withdrawn for 
melting were paid out again by the banks, which then, no doubt, gave thanks for 
the hitch that had prevented these coins from going to the furnace. But still 
the shortage continued. Banks were unable to meet in full the demands of 
their customers. The Civil Service paid some of its staff in notes equivalent 
only to the nearest round amount of the sum due. West End clubs displayed 
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notices in their dining-rooms asking members to tender change instead of 
asking for it. 

The causes of these strange movements of notes and coin remained, and 
still remain, a mystery. Various theories, some of them distinctly entertaining, 
have been put forward. As an explanation of the abnormal reflux of notes, the 
theory most widely accepted is that many black marketeers and tax dodgers 
were getting rid of large stocks of notes because they feared the present series 
would be called in by the Government. One official spokesman, indeed, 
actually warned his listeners that one day they would wake up and find their 
notes valueless—a rash prophecy that was ‘quickly denied by a carefully 
phrased statement by the Financial Secretary to the Treasury.t But, despite 
such denials, events abroad, especially in Russia, made some people wonder 
whether, after all, some comparable currency measures might not be introduced 

TasLeE IV 
BANK OF ENGLAND: 
AcTIVE NoTE CIRCULATION, AND COIN HELD IN BANKING DEPARTMENT * 
Notes in Circulation Coin held in Banking Dept.* 
1940 1947 1940 1947 

1947 £m. £m. £000’s £000’s 

July és se ee os ,307 398 1,751 1,977 

August — res “a 1% ,390 421 1,275 2,431 

September .. se Si aa 397 392 1,025 2,537 

October me es os ‘% ,360 375 1,159 2,206 

November 1,029 

December 1,073 

1948 

January 

February 

March 

April es ee oe 678 

May ° I "301 1,020 

“10 @ wndennbnel that this ¢ coin is practically all silver and cupro-nickel. 
in Britain. Members of the “ spiv ’”’ fraternity quite possibly disposed of big 
stocks of notes in the purchase of cars, jewellery and other property. These 
notes would be banked by the recipients and cause a decline in the circulation. 

As an explanation of the silver shortage, the theory that people have been 
exchanging notes into silver coin in the hope of thereby hedging against 
exchange devaluation or inflation is less tenable. If exchange devaluation and 
inflation further reduced the purchasing power of notes, the value of coin would 
be affected similarly—except on the argument, upon which a few people may 
have concentrated, that silver coin has some tangible value. But the amount 
of coin hoarded for such reasons is unlikely to be large. It is conceivable— 
though no evidence can be adduced one way or the other on this point—that 
some of those who have got rid of notes have put part of their funds into silver, 
on the ground that this never would be the subject of a currency exchange of the 
kind that could be undertaken for notes. 

In London the view is often expressed that farmers are largely to blame for 
the silver shortage. Some are even said to have had milk churns full of coin. 
Bankers in agricultural districts, however, do not share this view and regard 
farmers as too hard-headed to leave money lying idle. It should be noted, 
however, that this argument does not entirely dispose of the theory, because of 
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+ For a full discussion of this aspect of the currency problem, see ‘‘ New Notes for Old ?”’ 
in THE BANKER for February, 1948.—Eb. 
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the factor of tax evasion. Are there other hoarders? There may be, but, 
if so, it is strange that no direct evidence of any large-scale hoarding comes 
to light through some chance event. No newspaper paragraph ever reports 
thousands of coins strewing the road after a motor accident or running molter 
in a burning house. 

What of the theory that silver coin has been absorbed for melting down 
in order to supply the black market with metal? To melt coin is not only 
illegal, but unprofitable. Practically all Britain’s silver coin now in circulation 
was struck between 1920 and 1946 and is only 50 per cent. silver. The silver 
content of a half-crown is worth about rod. at the official price, so £100 in 
half-crowns would yield £33 gross as bullion. The pre-1920 coin, 92} per cent. 
silver, would, of course, be more profitable, but an immense amount of labour 
would be required to build up an appreciable supply. Less than I per cent. 
of the silver in circulation is pre-1920, so to obtain £100 in these coins it would 
be necessary to obtain, examine and sort over £10,000 of coin, which would 
weigh 1} tons. This £100 of coin would contain metallic silver to the value of 
about {60 in the official market. Naturally, the theory that such melting 
operations take _ cannot be founded on the assumption that the metal is 
sold at official prices. The melters would evidently work in the black market. 
It is impossible to guess what price the silver might fetch there. The fact that 
supplies available through the official market are both very small and closely 
controlled as to destination and usage does raise a presumption that sub- 
stantially higher prices might be obtainable through illicit channels ; but the 
price would have to be very high indeed to compensate for the vast labour and 
risks involved for anyone indulging in such traffic. 

What is the prospect for a relief of the silver shortage ? As we have seen, 
roughly £24 millions of silver coin was held by the banks in June, 1947. It is 
understood that by March, 1948, the bank holdings had fallen to about £12 
millions. During this period of nine months the Mint had produced about 
£5 millions of cupro-nickel, so the quantity of silver coin (including cupro- 
nickel) in the hands of the general public had increased by about £17 millions 
—assuming that any illegal meltings of coin were negligible. 

There may be, and probably is, considerable hoarding on a minor scale by 
tradespeople and others who, having read of the silver shortage, retain in their 
tills larger stocks than previously, just to make sure that they themselves will 
not go short. But this is a secondary cause of shortage which will ease quickly 
as additional supplies become available. Since March 1 the Royal Mint has 
been working double shifts to increase the output of cupro-nickel. The result 
of this three months’ overtime is now being felt ; the situation is a little easier 
and banks are replenishing their depleted stocks. The expansion of the coin 
holdings in the Banking Department of the Bank of England, which are a 
useful barometer, has been quite striking, as will be seen from Table IV. 

The Royal Mint, according to its estimates, hopes not only to meet all 
demands for coin during the current year, but to provide a surplus which will 
permit £7 millions of silver coin to be withdrawn. This may be optimistic, but 
the estimates were of necessity prepared last autumn, before the shortage 
became really acute. .The recent evidence suggests that, if the official pro- 
gramme is not achieved, the shortfall will be confined to the schedule of with- 
drawals rather than felt by the public as a continuing shortage. 
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International Banking Review* 


Australia 


HE Commonwealth has announced the redemption of four 4 per cent. 
"state sterling loans having a nominal value of £14,587,951. Of the sum 

required to meet the repayment, £4,587,951 is being provided by drawing 
on Australia’s sterling balances. The balance of {10 millions has been raised 
through the issue of a new 3 per cent. conversion loan in London. The new 
stock has a life of 16-18 years and was issued at par. It has been stated that 
after the completion of this operation Australia’s London balances will still 
be in the region of £160 millions. 

The Government has announced that it does not expect to raise dollars by 
using facilities available with the Bretton Woods institutions or by a direct 
loan from the United States. The Commonwealth’s dollar requirements would 
continue to be covered by drawing on the dollar pool in London. 

The Government has rejected the idea of a general subsidy for gold pro- 
duction, the Prime Minister stating that assistance will be limited to isolated 
areas where the whole life of the community is dependent upon gold production. 


Brazil 


The new trade and payments agreement with Britain provides for Anglo- 
Brazilian trade exchanges totalling {68.5 millions in 1948. Payments between 
Brazil and the sterling area as a whole are expected to amount to {50 millions 
ineach direction. All payments between the two monetary areas will continue 
to be settled in sterling. Brazil will, however, be excluded from the trans- 
ferable account area, although it is stated that sterling payments for current 
purposes between Brazil and countries outside the sterling area may be per- 
mitted by specific administrative decision. 

Brazil’s sterling balances, now down to £50 millions, will continue to be 
available for certain classes of capital payments, including repatriation of 
Brazilian sterling loans and of such British-owned railway and utility under- 
takings in Brazil as the Government of Brazil may wish to acquire. The 
arangement of March, 1947, authorizing the release for current payment 
purposes of {1.5 millions per annum from Brazil’s sterling balances in the 
four-year period to March, 1951, is re-affirmed. In addition, a further £4 
millions may be transferred up to the end of 1949. 

Under the new trade regulations the Bank of Brazil’s Export-Import Bureau 
will have the exclusive right of granting licences for commercial transactions 
with other countries. Goods excluded from the licensing requirements include 
cement and articles of prime necessity. Exports will require licences, but it is 
stated that they will be refused only when it is considered necessary to accumu- 
late within the country reserves of the goods in question, in order to guarantee 
tegular supplies to the domestic market. 


Canada 


The Minister of Finance has stated that the Government has definitely 
rejected devaluation of the currency because Canada’s economic problem “‘ was 


* Other current international banking news is discussed in ‘‘A Banker’s Diary’’, on pages 149-154. 
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not the kind for which that was an appropriate or effective remedy”. The 
Minister declared that the Government was in continuous consultation with 
Washington with a view to devising co-operative measures to solve Canada’s 
domestic and financial problems. 


Ceylon 


A new sterling balances agreement has been concluded with the United 
Kingdom. Of Ceylon’ s ste ling holding of £51 millions, £4 millions is to be 
released to form a working balance, together with £3.5 millions to cover any 
foreseeable deficit in the Dominion’s balance of payments up to the end of 
1948. These amounts will be credited to a No. 1 Account, which is being opened 
with the Bank of England for current payments’ purposes. The remaining 
balances will be frozen in a No. 2 Account. If there is a further rise in the 
prices of essential imports not offset by an expansion in income, Ceylon 
will be entitled to claim an addition release of £1 million in 1948. Ceylon will 
remain within the sterling area. 

Other subjects discussed during the talks with Britain were the promotion 
of economic development, the re preg of Ceylon to the Bretton Woods 
institutions and arrangements for the establishment of a Reserve Bank in the 


Dominion. 


China 
It has been officially announced that the Chinese dollar is being devalued 
by 46 per cent. The Exchange Equalization Account has raised its “‘ open 


market ”’ rates for U.S. dollars to $CN 468,000-480,000 and for sterling to 
$CN 1,402,000-1,442,000. Even before this devaluation, however, U.S. 
dollars were changing hands in the black market at rates of up to $CN 1 million. 
Measures taken by the authorities to stop illicit dealing in currency include 
the stationing of economic police squads in commodity and share trading 


centres. 
Denmark 


Denmark has purchased U.S. dollars to the value of $3.4 millions from the 
International Monetary Fund. Similar transactions were arranged in Novem- 
ber and March last. The Government has received information from Washing- 
ton that its share in Marshall Aid during the first year of E.R.P. will amount to 
$130 millions. 

Discussions have been taking place with the British Government as a 
sequel to the latter’s request for an increase in the volume of Danish purchases 
of “less essential ’’ U.K. goods. 


Egypt 

New arrangements are being made for financing the cotton crop. Legis- 
lation has been introduced providing for the raising of short-term accommoda- 
tion by the issue of Egyptian three-months Treasury bills, up to a limit of 
£E 50 millions. The new bills will also be available as partial cover for any 
addition in the note issue, thereby enabling the Government to avoid recourse 
to British Treasury bills for that purpose. The financing of cotton exports will 
not be affected by these measures. 
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Germany 


A review of the pattern of trade between the Anglo-American Bi-zone 
and the sterling area, carried out by the U.K. Board of Trade in conjunction 
with the Joint Import-Export Agency, suggests that approximate equilibrium 
may be reached during 1948, at £20 millions in each direction. The Bi-zone 
will receive wool, cotton, hides, rubber and jute from the sterling area in 
exchange for timber, steel scrap, textiles, chemicals, machinery and other 
manufactures. 


India 

The Indian Government has liberalized its import control policy and re- 
introduced an open general licence for sterling area goods. Few restrictions 
will be placed upon U.K. goods, though preference is being given to agricultural 
implements and consumer goods. The restrictions upon imports from hard 
currency areas, however, are being fully maintained. The decision to encourage 
imports from sterling area countries is due to the fact that sterling released 
from the blocked balances to cover India’s needs for the half-year to the end of 
June has not been drawn upon at the rate expected. 

Negotiations are taking place in London this month for a new sterling 
balances agreement covering the period from the beginning of July. Indian 
Government proposals are said to include a plan for a permanent settlement. 
They suggest that a part of India’s balances, now standing at approximately 
{1,100 millions, should be used to provide compensation to owners of British 
assets in the country compulsorily transferred to India. The bulk of the 
expendable balance would be used to finance imports of capital goods and 
defence material from the United Kingdom. 


Japan 

Modified terms of payment for Japanese textiles announced by the Supreme 
Control for the Allied Powers provide for the acceptance of convertible sterling 
for up to 50 per cent. of the value of the goods concerned, the balance being 
payable in U.S. dollars. Convertible sterling is described as sterling “ bank- 
able”’ in S.C.A.P.’s sterling commercial account or sterling acceptable for 
S.C.A.P. business by the Hong Kong and Shanghai Bank or the Chartered Bank 
of India, Australia and China. Special barter arrangements, probably on a 
government-to-government basis, may be arranged with sterling area countries 
having open account arrangements covering trade with Japan. These countries 
include Australia, Burma, Ceylon, India, Malaya and the United Kingdom. 


Netherlands 


The Economic Ministers of Belgium and the Netherlands are conducting an 
investigation in the hope of overcoming the obstacles to the completion of 
Benelux Union plans. A special examination is being made of the problems 
raised by the Dutch balance of payments and the shortage of consumption good 
inHolland. The Belgian Government is believed to hold the opinion that Dutch 
financial policies should undergo considerable changes. 
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Norway 

Agreement has been reached with the United Kingdom Government on the 
conditions governing payments between the two countries during the coming 
year. Norway’s sterling balances were recently officially stated as {27 millions, 
as against the minimum holding of {20} millions provided for by the previous 
monetary agreement between the two countries. 

Spain 

A new trade and monetary agreement with the United Kingdom provides 
that payments between the two countries in the year to the end of March, 1949, 
will continue to be governed by the Anglo-Spanish monetary pact of March, 
1947. Spain will remain in the transferable account group. 

Under the trade agreement, Spain will send to Britain iron ore, potash, 
pyrites, olive oil, fruit and other foodstuffs. Imports from Britain will include 
coal, machinery, chemicals and electrical goods. Spain has agreed to grant 
import licences for U.K. goods more freely than hitherto. 

Agreement has been reached with the United States, France and Britain 
on the disposal of German assets in the country. A sequel to this agreement 
is the release of Spanish assets previously blocked in the United States. 


United States 

Expectations that the authorities would endeavour to apply a deflationary 
pressure by tightening money rates have not been fulfilled. The Secretary of 
the Treasury has announced that there will be no increase in the Government 
rate for June and July financing. 

A report prepared by the Economic Committee of the Senate and the House 
of Representatives which last year undertook a study of high prices and 
inflationary conditions suggests five main remedies. These are: co-operation 
by industry, labour and the public; thrift and the purchase of Government 
bonds ; removal of excise taxes which increase the cost of living ; postpone- 
ment of public works; increased production of fertilizers and a revival of 
war-time “ victory gardens ”’ 

The Committee expressed the opinion that forced savings in the form of 
U.S. bonds rather than tax increases would be desirable were inflationary 
trends to be resumed. The Committee also recommended that Congress should 
study further the need for compulsory controls, including credit controls. 

The Association of Federal Reserve City Bankers has reported that inflation 
has dropped “‘ from a gallop to a slow walk ’’, but could break into a run again. 
It predicts that business will remain good for at least eighteen months. 

The U.S. Treasury has rejected Swiss Government requests to withhold 
forfeiture of funds held in the United States by foreigners in the name of Swiss 
banking concerns in cases where ownership is not disclosed. A census of foreign- 
held funds begins on June 1 and names of owners will be revealed to all govern- 
ments participating in E.R.P. Recipient governments will then be free to 
take any action they consider necessary to obtain the use of the funds of their 
citizens. Foreign governments will be given until September 1 to complete the 
investigation of claims made to them prior to June 1. The Alien Property 
Custodian will begin to take title on any unclaimed assets in the United States 
after September 1. Foreigners will, however, have two years in which to claim 
their assets. At the end of that period they will be forfeited. 





| the 
ning 
ons, 
jous 


‘ides 


949, 
rch, 


ash, 
lude 
rant 


tain 
1ent 


lary 
y of 
rent 


use 
and 
tion 
1ent 
one- 
] of 


1 of 


ary 
yuld 


tion 
ain. 


10ld 
Wiss 
ign- 
oTm- 
» to 
heir 
the 
ty 
ates 
aim 


205 








Publications 


The Conquest of Unemployment. By E. Victor Morgan. (Britain in 
the Future series ; editor, Hugh Molson, M.P.) (Sampson Low, 180 pp., 7s. 6d.) 
This is frankly a work of popular exposition; an elementary statement of 
Keynesian employment theory, written in language as little technical as 
possible, set against a background of topical statistics and freely related to 
current events. It is a first-class job. Keynes has been boiled down before 
now, but the most notable practitioner of the art, Mrs. Joan Robinson, shares 
the master’s taste for paradox in a way which makes her a disconcerting 
guide for the layman, and no one else has approached the standard of fidelity, 
comprehensibility and vividness in presentation attained by Professor Morgan 
in this book. It is, moreover, a job which needed doing. From every stand- 
point, political and economic, it is obvious to-day that what may broadly be 
called the Western way of life will stand or fall according to whether unemploy- 
ment can or cannot be conquered within the framework of its political and 
economic institutions. 

Neither American free enterprise nor the hybrid social democracies of 
Western Europe would survive another 1931. That being so, a wide under- 
standing of the causes of depression, the technique of its prevention, and the 
risks which that technique involves, is a prime necessity for survival ; a prime 
necessity, at all events, for those who take any active part in democratic 
processes or wield economic power. 

Professor Morgan very properly begins by establishing the criteria of a 
successful economic system ; the extent to which it provides full employment 
of available labour, freedom of the worker to choose his own occupation, 
efficient production, fair distribution, and an output corresponding to what 
the consumer wants. By these criteria he tests private enterprise ; notes such 
remediable flaws as monopoiy and unequal inheritance and opportunity, and 
isolates the really serious failure—the failure to maintain employment. He 
then, having established his perspective, squares himself to his main task ; 
expounding the idea of national income, tracing the reciprocal relationships 
between earning, spending and saving, pinning down the quantitative identity 
between saving and investment (referred to throughout as “ borrowing-and- 
spending ’’) and explaining the réle of money and of other influences on 
spending and saving habits. Having thus dealt with “ the situation in which 
the total rate of spending is too low to maintain full employment ’’, he turns 
to the opposite state of affairs, the inflationary situation of to-day ; thence to 
an analysis of the trade cycle ; and the picture is rounded off with a discussion 
of the influence of foreign trade, rather pre-1947 in tone, and a description, 
very pre-1947 indeed, of the Bretton Woods mechanism. 

Having thus analysed the weaknesses of old-style free enterprise, Professor 
Morgan turns to its rival, Socialism ; concedes readily enough that the con- 
quest of unemployment would be the least of its worries; establishes the 
difficulty that a Socialist state must find in satisfying the other four criteria 
of economic success ; and concludes with three sober but stimulating chapters 
setting out his own ideas for a practical procedure of economic stabilization. 
With these it is impossible to quarrel unless on the one hand one rejects the 
whole Keynesian analysis or, on the other, adheres immovably to the sacred 
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texts of Marx. If Professor Morgan’s ideas assume a greater moderation 
among wage earners, a more impeccable honesty among politicians, and a 
keener prescience among administrators, than is likely to be found in practice, 
well, a tendency to impute necessary human qualities is common to every 
scheme of economic reform from the extreme Left to the extreme Right and, 
for that matter, to every apologia for the status quo. H.C. 


The Shops of Britain. By Hermann Levy. (Kegan Paul, 242 pp., 21s.) 
Professor Levy’s latest work is in part a detailed factual study of the retail 
outlets of Great Britain, in part an analysis of the problems disclosed by this 
study, a critique of proposed solutions, and a plea for reform rather than 
restriction. From all these aspects it is as solid and valuable a piece of work 
as its authorship would lead one to expect. In his exposition of the facts 
Professor Levy is, of course, considerably hampered by the lack of a Census 
of Distribution ; some of his data are of doubtful comparability, as he himself 
recognizes, and the complex of influences only partly economic—the small 
shopkeeper’s tenacity of independence, the possibly irrational shopping habits 
of the consumer, the effects of advertisement on taste—calls for investigation 
on a larger scale than can be attempted by an individual worker. The whole 
subject of distribution, in fact, demands enquiry by a Royal Commission, and 
it is no criticism of Professor Levy’s work to say that it ought to be superseded 
as soon as possible. 

The width of the distribution margin has been under attack for many years 
and takes on particular significance at a time when a lowering of prices has 
become urgent. Partly, of course, it is a legitimate concomitant of the long- 
term trend towards ever greater specialization. It is the price of concentration 
—by producers upon producing, and by localities upon specially advantageous 
products ; in so far as it results from the carrying of heavy and varied stocks, 
it is also the price of that variety in consumption which is so essential a part 
of a rising standard of living. Partly, however, it can be attributed to cir- 
cuitous marketing without justification by genuine service, to an orgy of com- 
petitive amenities which may or may not be preferred by shoppers to the 
lower prices which its absence would make possible, and to sheer inefficiency. 
Professor Levy sees the root of all these three evils in the restraint on price 
competition, which leads to the attempt to increase turnover by attracting 
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custom through exaggerated service facilities, expensive fitments and adver- 
tisement, removes the incentive to efficient routeing of the product from pro- 
ducer to retailer, and produces the much-complained-of ‘“‘ redundancy ”’ of 
shops by protecting the inefficient shopkeeper, whose interests are considered 
when retail margins are fixed. Redundant shops, as he points out, were never 
complained of in the days of “ free competitive pricing’. A return to that 
system would not solve all problems—Professor Levy has pertinent things to 
say about the bulking and grading of fruit and vegetables, about the possible 
advantages of municipal coal and milk distribution, and about co-operation 
between retailers in their wholesale deals, and about the advantages of 
specialized service and repair depéts to take over the uneconomic work now 
done by some types of retailer-craftsman. But it would make quite unnecessary 
the fundamentally restrictive and reactionary measures of licensing and con- 
centration now demanded not only by the monopolistic retail associations but 
by some town-planners—for whom The Shops of Britain should be required 
reading. H.C, 


The Law of Bills of Exchange. By Francis C. Coningsby. (Stevens, 
pp. 140, 12s. 6d.) There are so many books on the Bills of Exchange Act that 
it becomes difficult to justify additions to the list. This book is addressed to the 
law student ; and, indeed, its lack of examples of application to business life 
will detract from its value to the student who is studying law merely as a back- 
grourd to the study of commerce. But, considering its modest size, this guide 
should be helpful to those for whom it is intended, especially as a good typo- 
graphical display throws the elementary principles into clear relief. After a 
description of negotiability given in the first chapter, the Act is commented 
upon section by section. In places—Sections 60, 80 and 82, for instance—the 
comment is unduly brief. Obviously, there are great difficulties in preparing 
any short guide to a wide subject ; but these sections are of great importance. 
The same difficulty arises in the treatment of Sections 24 and 29 (which relate 
to forgery, and the qualifications of a ‘‘ holder in due course ’’) ; law student 
and commercial student alike need to grasp the fundamental significance of 
these provisions, but Mr. Coningsby’s treatment scarcely brings out their full 
force. For example, on the question of estoppel he does no more than note 
how it may arise from the provisions in the Act itself; he does not describe 
the peculiar nature of an estoppel as a rule of evidence, nor does he indicate 
how the doctrine may arise from circumstances outside the provisions of the 
Act in such a way as to allow a person to disregard a forgery. However, this 
book is free from the blemishes that characterize some of the writings on this 
subject by laymen, who are prone to confuse practice with law. F.R.R. 


Publications Received 

Disturbance, The Economics of, by David McCord Wright (The Macmillan Co., New York, 
pp. 115, price 12/6). 

Economic Situation and Prospects of Europe. A Survey of the Research and Planning Division, 
Economic Commission for Europe (United Nations, Geneva, pp. 206). 

Jordans Income Tax Guide, 1948-1949, Eighteenth Edition (Jordan & Sons, Ltd., pp. 48, 
price 1/6). 

Mercantile Calculation Tables, relating to Metals, General Merchandise and Freights, compiled 
by A. Kirchner (Technical Press Ltd., pp. 559, price 25/-). ’ 
———— Banking in India, by S. K. Muranjan (Hind Kitabs, Ltd., Bombay, pp. 513, price 

. 15). 
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Appointments and Retirements 


Alexanders Discount Co. Ltd.—Sir Eric Gore Browne, D.S.O., has been appointed deputy 
chairman of the Company and Mr. Alan Russell a director of the Company to fill the vacancy 
caused by the death of the Hon. Patrick Kinnaird, M.C. 


Barclays Bank—Mr. C. Fitzherbert has been appointed a director of the bank and has been 
elected vice-chairman of the board. He has relinquished his position as general manager (Staff), 
in which he has been succeeded by Mr. J. D. Cowen. Mr. J. C. Murley, an assistant general 
manager, has retired from the bank, after 43 years’ service. Mr. J. Tonkyn, a general managers’ 
assistant, to be an assistant general manager. 

British Linen Bank—Glasgow : Mr. A. O. Hall to be manager, and Mr. W. H. L. Davidson 
assistant manager, on retirement of Mr. W. Ritchie. Kingussie : Mr. W. Corner, from Helmsdale, 
to be manager on retirement of Mr. R. S. Palmer. Newtonmore : Mr. K. Macleod to be manager 
on retirement of Mr. R. S. Palmer. Helmsdale : Mr. G. McGowan, from Thurso, to be manager. 
Grahamston, Falkirk : Mr. C. S. Taylor to be assistant manager. 


District Bank—The Hon. Josiah Wedgwood and Mr. Geoffrey Parkes, C.M.G., have been 
appointed members of the board. Leeds: Mr. E. Miller to be manager. 


Dominion Bank—Mr. W. H. Sneath has been elected to the board of directors. 


Lloyds Bank—Mr. Derick Heathcoat-Amory, M.P., and Mr. H. L. R. Matthews, C.B.E., have 
been elected to seats on the board. Head Office—-Chief Inspector’s Dept. : Mr. K. Huxley, from 
Gooch Street, Birmingham, to be an inspector; Organisation Dept.: Mr. H. Thwaite, an 
inspector (Organisation), to be principal. Eastern Dept., E.C.: Mr. E. F. C. Carlé, of the Depart- 
ment, to be a sub-manager. Executor and Trustee Dept., Chief Office, 39, Threadneedle Street, E.C. : 
Messrs. F. W. Miles and H. A. Anderson, of the chief office of the department, to be investment 
supervisor (Executor and Trustee) and legal Adviser (Executor and Trustee) respectively. Pall 
Mall, S.W.: Mr. L. F. Andrews, from Law Courts, W.C., to be a joint manager. Law Courts, 
W.C.: Mr. A. B. McFarlane, from Regent Street, W., to be manager. Mr. M. T. Wilson, M.B.E., 
to be assistant manager. Mr. I. O. McCuaig, from Belgrave Road, S.W., to be sub-manager. 
Barras Bridge, Newcastle- -upon-Tyne : Mr. H. T. Dees, from South Shields, to be manager on 
retirement of Mr.G. H. Mouat. Belgrave Road, S.W.: Mr. F. W. G. Hutton, from 72 Fenchurch 


Street, E.C., to be sub-manager. Broadstairs: Mr. G. E. Hilton, of Broadstairs, to be manager 


in succession to the late Mr. R. F. G. Saxby. Burton-on-Trent : Mr. G. Kelley, from Hanley, to 
be manager. Chagford (also Moretonhampstead) : Mr. W. Matthews, from Bude, to be manager. 
Cirencester : Mr. E. W. Garrett, from Farnham, to be manager on retirement of Mr. B. Blake. 
Cleobury Mortimer : Mr. C. L. Bonshor to be manager. Cliftonville, Margate : Mr. J. L. S. Lansley 
to be manager. Colonial and Foreign Department, Bradford: Mr. H. F. Smurthwaite, from 
Barrow-in-Furness, to be manager. Coulsdon: Mr. L. C. Brett, from Beckenham, to be manager 
on retirement of Mr. H. W. N. Creal. Crouch End, N.: Mr. H. W. Belcher to be manager. East 
Molesey and Hampton Court: Mr. F. E. Leech to be manager. Exchange, Liverpool: Mr. C. 
Price, from Liverpool, to be manager. Farnham: Mr. T. Mason, M.C., from Tonbridge, to be 
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Incorporated by Law in 1927. Holder of Exclusive Right of Note Issue 
Capital Fully Paid ~- - + - - Rials 300,000,000.— 
Reserves (Banking Department) ~ - Rials $00,000,000.— 
Reserves (Issue Department) - - = Rials 1,000,000,000.— 
Governor and Chairman of the Executive Board: ABOL HASSAN EBTEHAJ 


Head Office : TEHRAN, IRAN (Persia) 


Over 165 Branches and Agencies throughout Iran 


CORRESPONDENTS IN IMPORTANT CENTRES ALL OVER THE WORLD 

The Bank, through its Banking Department, offers complete banking service for Foreign Exchange 
transactions, provides special facilities for Documentary Credits, etc., and with its numerous 
Branches in Iran deals with every description of banking business. 


ADMINISTERS NATIONAL SAVINGS 
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Manager. Gosport: Mr. H. B. Medway, of Gosport, to be sub-manager. Gooch Street, Birming- 
ham: Mr. R. A. Jack, from Hanley, to be manager. Halifax: Mr. J. S. Kipling, from Colonial 
and Foreign Department, Bradford, to be assistant manager. Hanley: Mr. A. C. Bradshaw, 
from Stoke-on-Trent, to be manager. Jersey: Mr. N. A. T. Pincott, from Bournemouth, to be 
a sub-manager. Liverpool: Mr. W. V. Rowlands, of the inspection staff, to be sub-manager. 
Lynton : Mr. F.S. Mundy, of Lynton, to be manager. Malpas: Mr. H.S. G. Dix, from Oswestry, 
to be manager. Minehead: Mr. H. Cotterill, from Lynton, to be manager. Newton Abbot: 
Mr. A. G. Flood, from Minehead, to be manager in succession to the late Mr. W. Burnett. Regent 
Street, W.: Mr. W. R. Haynes, from Law Courts, W.C., to be manager. South Shields : Mr. 
G. P. Chambers, from Gateshead, to be sub-manager. Stoke-on-Trent: Mr. H. M. Powell, of 
Stoke-on-Trent, to be manager. Tonbridge: Mr. C. J. Horlock, from Horsham, to be manager. 
Tooting Broadway, S.W.: Mr. W. D. Sturrock to be manager. Torre, Torquay: Mr. W. K. R. 
Tippet, from Chagford, to be manager on retirement of Mr. C. W. Green. 


Martins Bank—The Rt. Hon. The Earl of Derby, M.C., D.L., and Mr. J. M. Brocklebank have 
been elected to seats on the general board. Bradford: Mr. L. W. Smith, from Vicar Lane, to be 
manager on Mr. W. Barbour’s retirement. Leeds, Vicar Lane: Mr. F. A. A. Beresford, from 
Batley, to be manager. Wallasey, Egremont: Mr. A. Foster to be manager in succession to the 
late Mr. E. B. Nicholls. 


Midland Bank—Head Office: Mr. A. E. Caunt, superintendent of branches, to be a general 
manager’s assistant. Mr. R. D. Fairbairn, of Oldham, to be superintendent of branches. Mr. 
G. Cook, of Hanley, to be a superintendent of branches. Mr. R. Hill, of Prescot, to be a superin- 
tendent of branches. London—Battersea Rise : Mr. F. Williamson to be manager on retirement 
of Mr. R. C. Yorke ; Belsize Park : Mr. L. Gunnell, of Wembley Park, to be manager in succession 
to the late Mr. A. R. Crichton ; Wimbledon Broadway : Mr. E. G. Catchpole to be manager of 
this branch, formerly under the same management as Hill Road, Wimbledon. Blackpool, Talbot 
Square : Mr. H. W. Sims, of Dale Street, Liverpool, to be manager. Bristol, Corn Street: Mr. 
R. A. Gale, of Weymouth, to be assistant manager. Caergwrie: Mr. W. Lewis to be manager 
of this branch, formerly under the same management as Wrexham. Caydigan: Mr. D. L. Lewis, 
of Narberth, to be manager on retirement of Mr. I. L. Morgan. Exeter: Mr. H. E. Stalworth, of 
Corn Street, Bristol, to be manager. Fleetwood: Mr. E. M. Cowan, of Seaforth, Liverpool, to 
be manager. Gosforth (Cumberland) : Mr. H. S. Blair to be manager of this branch, formerly 
under the same management as Whitehaven. Hanley: Mr. E. R. Ward-Best, of Derby, to be 
manager. Hounslow, Great West Road: Mr. S. J. H. King to be manager of this branch, formerly 
under the same management as High Street, Hounslow. Liverpool—Dale Street: Mr. B. F. 
Clarke, of Warrington, to be assistant manager; Seaforth: Mr. A. Eccles to be manager ; 
Smithdown Lane: Mr. A. C. Davies, of Ormskirk, to be manager. Liandudno Junction : Mr. 
E. G. Williams to be manager of this branch, formerly under the same management as Conway. 
Narberth: Mr. D. J. Anthony, of Llanybyther, to be manager. Oldham: Mr. T. A. Milns, of 
King Street, Manchester, to be assistant manager. Prescot : Mr. E. E. Owen, of Smithdown 
Lane, Liverpool, to be manager. Pudsey: Mr. M. Frobisher, of Chapel Allerton, Leeds, to be 
manager on retirement of Mr. W. A. Gaunt. Salcombe: Mr. N. Coatfee to be manager of this 
branch, formerly under the same management as Kingsbridge. Southport: Mr. P. C. Harriss, 
of Talbot Square, Blackpool, to be manager on retirement of Mr. S. E. Towell. Swindon—New 
Swindon : Mr. S. S. Stokes, of Kingswood, Bristol, to be manager ; Wood Street: Mr. E. Rawlins 
to be manager of this branch, formerly under the same management as New Swindon. Tenby: 
A new branch has been opened under the managership of Mr. C. N. Brooker. Torquay: Mr. 
E. F. Wilson, of Exeter, to be manager on retirement of Mr. C. H. Grant. Warrington: Mr. F. 
Collins, of Fleetwood, to be manager. Wembley Park: Mr. J. A. Hinde to be manager. West 
Hartlepool : Mr. J. Hardy, of Paragon Square, Hull, to be manager on retirement of Mr. G. C. 
Lupton. West Wickham: Mr. H. Taylor to be manager of this branch, formerly under the 
same management as Beckenham Junction. Worthing, Goring Road: Mr. S. J. Seader to be 
manager. 

National Bank of Scotland—Glasgow, Sauchiehall Street: Mr. D. B. Crawford, from Head 
Office, to be manager in succession to the late Mr. D. McDowall. Paisley and Glasgow, Cardonald 
branches : Mr. W. M. Young, from Head Office, to be manager at Paisley branch on retirement 
of Mr. A. Martin. The Glasgow, Cardonald branch will be continued under the sole charge of 
Mr. Scott. Edinburgh, High Street: Mr. G. F. Keech, from Edinburgh, West End branch, 
be manager on retirement of Mr. A. G. Mitchell. 

North of Scotland Bank—Dingwall : Mr. J. G. Findlay, from Eastgate branch, Inverness, 
to be manager on Mr. Beaton’s resignation. 

Union Bank of Scotland—Castle-Douglas : Mr. A. J. W. Balfour, from Chambers Street, 
Edinburgh, to be manager on retirement of Mr. J. Crawford. Crieff: Mr. G. P. McHardy to be 
manager on Mr. T. W. McEwen’s retirement. Hatton: This sub-branch has been disjoined 
from Ellon, and now operates as a separate branch under the charge of Mr. W. G. Barclay, from 
Ellon. Edinburgh, Sighthill : A sub-branch has been opened at 1 Sighthill Farm Cottages, Sight- 
hill, Edinburgh, under the charge of Mr. R. D. Alexander, from Morningside. Attendance is given 
from 12 noon till 2 p.m. on Tuesdays and Fridays. 
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Banking Statistics 


National Savings 
(£ millions) 
Savings Savings 
Certi- Defence Savings Certi- Defence Savings 
ficates Bonds Banks Total ficates Bonds Banks Total 
(met) (net) (net){} Small : (met) (net) (net)f{ Small 
45- ws 38. 135.9 1947 Feb. .6 25. 
34. 18.9 69. 123.4 Mar. 27. 
. April .. 29. 
44. 19.8 108. 172. he sd 9 
28. 18.1 72. 117. June .. 
a3. 30.3 99. 142. july 
39. 87.2 70. 202. Aug. 
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Ordinary Revenue and Expenditure 
Ord. By Ord. 
Rev. Deficit Quarters : Exp. 4 Deficit 
£m. £m. £m. , £m. 
872.6 25. 1944 IV .. 1502. 847.7 
s 1945 I... 1609. 362.9 
927-3 127. eM .. Bee. 695.3 
1049.2 760. 1443. 693.2 
1408.9 2458. 1386. 718.4 
2074.1 2701. 
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902. 273.0 

2819. 2803. 918. 206.2 

3038. 2749. 861. 122.5 

3238. 2819. = 32.6§ 

3284.5 2190. + =o 

3341. 569. oe 90. 25.4§ 
3844.9 657. 8§ ee 1023. 

* Allowing for loan expenditure. § Surplus. 
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Floating Debt 
May 16, April 23, April 30, 
1947 1948 1948 
Ways and Means Advances : £m. £m. £m. 
Bank of England na a 5.3 -- —- 
Public Departments .. an 348.0 322. 322.9 


Treasury Bills : 
Tender .. i a ha 2190.0 2170. 2180.0 


Tap 4: ae a os 2627.1 2716. 2689.3 
Treasury deposit receipts .. sci 1463.5 1349. 1346.5 


6633.8 6558.9 6538.7 
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Treasury Deposit Receipts 
Raised Redeemed Outstanding 
Monthly* : £m. £m. £m. 
1945 Aug. ai ea i 290. 237.0 2185. 
Dec. ee ow a 320. a7. 1636. 
1946 March 3 i << ed 455- 468. 1559. 
June “a és ea 190. 282. 1390. 
Sept. “ aa a 500. 368. 1779. 
Dec. ; oe oe =< I3I. 197. 1676. 
7 March ae oi - 543- 594. 1456. 
April 2 oe ov" Pr 387. 380. 1463. 
May aw ns we — — 1463. 
June a we we IIo. 132.0 1442. 
July 2 oe oe “+ 159. 193.0 1408. 
Aug. ee ee oe 190. 275-5 1323. 
Sept. ; as a sd 453- 483.5 1292. 
Oct. ee ee we 347: 387.0 1252. 
Nov. mre s* ~ 85. — 1337. 
Dec. + i“ ss 175- 110. 1402. 
1948 Jan. ; 4 4s a 79. 152. 1329. 
Fem. 26 .«. + o* 60. 188. 1201. 
March 31 .. ar a 545- 455. 1291. 
April 24 .. es ss 405.0 346.5 1349.5 
* Periods ended on last Saturday in each month, except at final month in each quarter, 


§ Peak total. 
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Tax Certificates 


Paid Net Net 

Raised Off Raised Issue* Raised Raised _Issue* 
£m. £m. £m. £m. £m. £m. £m. 

29.6 771. 1947 Mar. .. 24. 3 8 
698. Apr. .. 9. 
647. May .. 30. 
658. June .. 33. 
658. July .. 13. 
655. Aug. .. 25. 
651. Sept... 13. 
654. Cet. s« Bs 
6506. OV. «3 BE 
648. Ee.. «« BW: 
648. 
668. 
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GUINNESS, MAHON & CO. 


2. 

5+ 58 

>. 5 

.0 MERCHANT BANKERS 
*: EsTaBLISHED 1836 

* 53, CORNHILL, LONDON, E.C.3 
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* 17, COLLEGE GREEN, DUBLIN 
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arter, GUINNESS MAHON 


INCORPORATED 
6 N.Y., U.S.A. 


REPRESENTATION CO. 


> New 
115, BROADWAY, NEW YORK, 
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CATER, BRIGHTWEN & CO., 


LIMITED. 
Incorporating ROGER CUNLIFFE, SONS & CO. 


BALANCE SHEET, 5th APRIL, i948. 


£ 


SHARE CAPITAL— 


Authorised, Issued and fully paid : 
£800,000 5% Cumulative Pre- 
ference Stock 5 .. 800,000 
£400,000 Ordinary Stock . 400,000 


GENERAL RESERVE : 


Share Premiums 
Revenue Reserve 


- 850,000 


». 350,000 
1,200,000 
Profit and Loss Account .. se a 44,054 


2,444,054 
85,232,276 


225,917 
36,300 


Loans against Bills and Securities ; 
a -7.~ Sundry Creditors and Reserve 
r Contingencies 

Proposed Final Dividend on the Ordinary 
Stock, less Income Tax 

NOTE: There is a contingent liability 
in respect of Bills re-discounted, 
amounting to £11,018,840, excluding 
Treasury Bills. 


£87,938,547 


Cash at Bankers andinhand .. as 1,071,763 

British Government Treasury Bills, Bank 
Bills and Trade Bills, less Rebate 
Reserve, and Short-Dated Securities . . 

British Government Securities, at Cost, 
less Share Premiums and Securities 
Reserve .. 

Advances against ‘Security and | Sundry 
Accounts . A 


71,163,345 


15,285,977 
417,462 


JOHN MUSKER 
G. E. TRITTON 
VICTOR AGAR-ROBARTES 


Directors. 


A. C. CORNISH, Secretary. 


£87,938,547 
TT 





214 
UNION BANK OF SCOTLAND 


A POSITION OF GREAT LIQUIDITY 


SIR STEVEN BILSLAND’S REVIEW 


annual meeting of shareholders of 


HE 
the Union Bank of Scotland, Limited, 
was held on Wednesday, May 12, Sir A. 
Steven Bilsland, Bt., M.C., D.L., Chairman of 
the Bank, in the chair. 

In submitting the Directors’ report, the 
chairman mentioned that the Board had had 
pleasure in electing Mr. Edgar P. Brown of 
Dundee as an Extraordinary Director of the 
Bank. Mr. Brown, a leading Scottish indus- 
trialist, has had association with the Bank for 
many years. 

The balance sheet presented showed a total of 
£81,582,000, which compared with 478,598,000 
last year, an increase of £2,984,000. Deposits 
at {69,269,000 showed an increase of /2,769,000 
but for a large part of the year under review 
their deposits had attained substantially higher 
figures than were shown at the date of the 
balance Notes in circulation at 
£6,456,000 were {220,000 lower. 

On the assets side, cash, money at call and 
short notice, Treasury bills and Treasury 
deposit receipts amounted in all to £24,154,000, 
and this figure represented 32 per cent. of the 
Bank’s liability in respect of deposits and 
notes in circulation. Their holding of Treasury 
Bills had been increased by £445,000, but 
Treasury deposit receipts had been reduced by 
£1,500,000 to £5,000,000, the amount at which 
they stood two years ago. From these figures 
it would be appreciated that the Bank’s 
position was one of great liquidity. 

British Government securities at {38,242,000 
were {869,000 higher than last year. These 
securities had well-spread maturity dates and 
a considerable proportion was of a short-dated 
nature. They were glad to report that the 
market values of the investments were, in the 
aggregate, substantially in excess of the 
amounts at which they appeared in the balance 
sheet. 


INCREASE IN LOANS AND ADVANCES 


Loans and advances at {13,512,000 showed 
a welcome increase of {2,833,000 and they were 
glad to have had further opportunities of 
financing trade and industry by granting 
facilities for business development in cases 
where the proposals put forward conformed to 
the limitations imposed meantime. 

Costs generally, but particularly in respect 
of administration, continued to rise and a 
further burden had been laid upon them by 
the substantial increase in Profits Tax. These 
charges had been nearly offset by the revenue 
which accrued from the increased funds they 
had been in a position to employ, and in the 


sheet. 


result the profit for the year of £336,800 which 
was arrived at after providing for every known 
liability or contingency, was only £2,500 lower 
than that earned in the previous year. 

A fundamental fact in our national economy 
to-day was that we are far from paying our 
way in the world. Unfortunately, the simple 
but serious facts of the situation were not 
generally understood. Of necessity we must 
import much of our food stuffs and also the 
raw materials indispensable to industrial pro- 
duction. Before the war we had paid for these 
imports by our income from foreign invest- 
ments, the proceeds of our export trade and 
revenue arising from shipping freights earned, 
as well as insurance and other services. Our 
income from abroad had been seriously 
depleted by compulsory sales of investment 
capital to finance the expenditure of war, and 
our export trade had been deliberately sacri- 
ficed as part of our wareffort. The end of the 
war had found us an impoverished nation, and 
without outside aid we would have been 
reduced to a starvation standard. We had 
negotiated the American Loan and, thanks to 
the generosity of the Government of Canada, 
we had obtained much needed help by way of 
financial credits to be drawn upon over a 
period with the object of assisting us to main- 
tain our standard of living and full employ- 
ment. At that time it was hoped that we 
should have sufficiently expanded our export 
trade to cover the costs of what we must 
import before the loans and credits were 
exhausted. Unhappily, our hopes had been 
far from being realised. Partly on account of 
the steep rise in the prices of imported goods, 
partly as the result of our failure, for various 
causes, to reach our export targets, and partly 
by reason of the terms of the Convertibility 
Agreement, the loans had been largely con- 
sumed when we were still far from the path 
towards recovery. As a result, we had been 
thrown back on our rapidly dwindling reserves. 
The rate at which these resources had been 
drawn upon in recent months, representing a 
rate of not much short of {600,000,000 a year, 
gave cause for serious anxiety. Without 
further aid our position would soon be 
precarious. 

The effect of Marshall Aid on the economy 
of European countries (which were formerly 
important British markets) would, it was 
hoped, stimulate international trade, although 
the unfortunate division of Europe—a large 
part of which was now enclosed behind the 
iron curtain—would hamper and reduce our 
trading activities in these areas. 
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BUDGET CRITICISM 


In opening the Budget on April 6 Sir Stafford 
Cripps had set a precedent which should be 
followed in relating the financial returns and 
roposals of the Budget to the framework 
of economic policy. In providing for a large 
surplus this year and in some other respects 
the Chancellor had shown wisdom and courage. 
But three features of the Budget deserved the 
strongest criticism—the maintenance of a rate 
of expenditure far beyond what the country 
could afford, the failure to begin the reduction 
of food subsidies, and the imposition of the 
Special Contribution on investment incomes. 

The amount of taxation levied on the 
National income was very much too high and 
acted as a deterrent to both production and 
savings, the most important factors in our 
present-day problems. The current rate of 
taxation not only deprived industry of the 
means of re-equipment and development to a 
serious extent, and destroyed incentive, but it 
placed a burden which was reflected in the 
oncost of every business and so adversely 
affected our capacity to compete successfully 
in our export markets. Everyone desired the 
development of our social services, but the cost 
had more than doubled in twenty-five years 
and a further serious addition fell to be made 
in July this year. A determined effort to 
reduce the burden of national expenditure on 
industry was overdue. 

Food subsidies were estimated to amount to 
{400,000,000 this year. A beginning should 
be made with the removal of this artificial 
feature from our economy, with a corresponding 
reduction in taxation. 

The Special Contribution on investment 
incomes not only dealt a heavy blow at volun- 
tary saving, enterprise and confidence, but 
weakened the private sources of financing the 
capital requirements of the country, all of 
which must have an adverse effect on our 
economy. 

The attitude of those who condemned or 
criticised the making of profits was inimical to 
the interests of this country. Our progress 
depended on men of enterprise and ability 
being willing to take risks. When they 
succeeded their reward in profits was a measure 
of their service to the community. 


TRIBUTE TO STAFF 


The Chairman expressed the very sincere 
thanks of the shareholders to Mr. John A. 
Morrison, the general manager, the officials at 
Head Office and elsewhere, and the branch 
Managers and staff in Scotland and London 
for their most loyal and efficient service during 
the past year. They had an excellent team 
under the leadership of the general manager, 
and they particularly appreciated the ability 
with which Mr. Morrison had dealt with the 
Many problems affecting their Institution in 
these difficult times. 

The report was unanimously adopted and a 
dividend at the rate of 18 per cent. per annum 
declared. 

Sir A. Steven Bilsland, Bt., M.C., D.L., was 
reelected Chairman of the Bank. 


A FIRST CHOICE 


for the Investor 


INVESTING in National Savings adds 
brightness to your future and strengthens the 
Nation’s resources. And now the transaction is 
made more simple by a new service offered by 
your Bank. Whether you want to make a block 
purchase of National Savings Certificates, or 
whether you wish to invest a regular monthly sum 
for as long as you like, you have only to sign a 
Banker’s Order form. The Bank will do the rest 
—without trouble to you, and without charge. 
in ten years’ time each 10s. Certificate will be 
worth 13s. — an increase equivalent to a taxable 
yield of £4.16.8%. To the surtax payer the 
Savings Certificate is even more profitable. You 
can now hold 1,000 units of the new issue, in 
iddition to permitted existing holdings of 
Certificates of earlier issues. So call on your 
Bank Manager to-day. 


SAVE — The Bank Way 


Issued bv the National Savings Committee 
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HAMBROS BANK LIMITED 


VERY LIQUID POSITION 


MR. R. OLAF HAMBRO’S STATEMENT 





HE  thirty-sixth general meeting of 
Hambros Bank Limited was held on 
May 27, 1948, at the offices of the bank, 

41, Bishopsgate, London, E.C.2. 
The following is an extract from the state- 
ment by the Chairman, Mr. R. Olaf Hambro: 


The year under review has been a difficult 
one from many aspects which concern our 
bank. The increasing difficulties of the ex- 
change position as a result of shortages of 
both dollars and sterling in many countries, 
especially in the case of the Scandinavian 
countries with which we are so closely asso- 
ciated, has had some adverse effect on the 
deposits of the bank. On the other hand, the 
demand for sterling credits has shown a 
gratifying increase and despite the initial 
difficulty in securing in certain cases the 
necessary Currency guarantees, we have been 
able to provide to an increasing extent the 
credit demands of our friends abroad as 
evidenced by the addition of four millions to 
the amount of bills under acceptance which 
are steadily approaching the pre-war average 
figure for this important branch of our 
activities. 

With regard to the future, the E.R.P. 
encourages the belief that Europe, or at any 
rate that part covered by E.R.P., will now 


turn the corner and will be strengthened in 
their efforts to establish economic peace and 
well-being, which is the only sure guarantee 
against future wars. We particularly welcome 
the signs of returning prosperity in Italy, a 
country with which this Bank has had old 
and pleasant financial relations, which we hope 
will be renewed in the future. 

Turning more particularly to the balance 
sheet, the situation I have already referred to 
is the main reason for the reduction in our 
deposits and the increase in acceptances. It 
will be noted also by reference to our holdings 
of cash and bills that the bank continues to 
maintain a very liquid position and the invest- 
ment in Subsidiary Companies remains the 
same. These companies have continued to 
achieve satisfactory results. 

With reference to the Profit and Loss 
Account the gross earnings of the Bank have 
been in excess of the previous year, but the 
increase in the running expenses, a contribu- 
tion to the Staff Pension Fund, which was 
inaugurated this year, and the transfer to the 
Contingency Fund for reserve against Gilt 
Edge holdings have slightly decreased the net 
figures which, however, amply cover the same 
rate of dividend on the increased capital and 
permit a further substantial transfer to the 
Contingency Fund. 





STOCKHOLMS 
AKTIEBOLAG 


Established 1856 


Telegraphic Address : 
NITTON-STOCKHOLM 


ENSKILDA BANK 


Head Office: 
STOCKHOLM 16 





VALUATIONS 


For 70 years the name of LEOPOLD FARMER & SONS 
has been associated with the valuation of 


INDUSTRIAL PROPERTIES, 


PLANT AND MACHINERY 


An accurate valuation of property and plant may be utilised for a 


variety of purposes. 


It cannot, therefore, be over-emphasised that 


the opinion of value should carry the name of an old established firm 


LEOPOLD FARMER & SONS 


Surveyors, Valuers and Auctioneers 


46, 


GRESHAM STREET, 


LONDON, €E.C.2 


Tel. MONARCH 3422 (8 lines) 











OTTOMAN BANK 


Incorporated in Turkey with Limited Liability 
FOUNDED 1863 
ae 
CAPITAL,  £10,000,000 
PAID UP, £5,000,000 
RESERVE, £1,250,000 


London: 
20/22, ABCHURCH LANE, E.C.4 
MANCHESTER : 56-60 Cross st. 
Paris : 

7 rue Meyerbeer (IXe) 
MARSEILLES : 38 rue St. Ferreo! 
ISTANBUL: 

(Galata, Beyoglou, Yeni Cami 


BRANCHES AND AFFILIATIONS 
THROUGHOUT THE NEAR EAST 


Drofts and Telegraphic Transfers Issued 
Letters of Credit Granted 


EXCHANGE & INSURANCE 
OPERATIONS EFFECTED 





LATHER FOR 
SENSITIVE 


SHAVING STIER 24, 


COMPANY 
SERVICK 


1863-1948 
Company Registration Agents 


JORDAN & SONS, 


Limited 


116 Chancery Lane, W.C.2 


= 


The Largest British 
Mutual Life Office 


ASSETS EXCEED 
£180,000,000 


LOW PREMIUMS 
GOOD BONUSES 


AUSTRALIAN MUTUAL 
PROVIDENT SOCIETY 


(Established 1849 in Australia) 


73-76 KING WILLIAM STREET, 
LONDON, E.C.4 





Stanislaw 
MIKOLAJCZYK 


Tells the exclusive story of his 
thrilling escape from Poland, and 
begins his experiences as a member 
of the Polish Government-in-Exile 
and then of the Warsaw Govern- 
ment, in the May issue of 


SOUNDINGS 


A Journal of World 
Politics and Economics 


Price 2s. 6d. from bookstalls or direct from 
the Publishers at 7 Montpelier Street, 
London, S.W.7 
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Philip Hill & Partners 


LIMITED 





Directors 
SIR EDWARD M. MOUNTAIN, Bart., Chairman 
SIR J. STANLEY HOLMES, M.P. 
HUBERT A. MEREDITH, O.B.E., Managing Director 
LOUIS NICHOLAS 
JOHN SPENCER 
BRIAN MOUNTAIN 
KENNETH A. KEITH 


Issues of Capital undertaken 


for established businesses 


KINGSBURY HOUSE, 
KING STREET, ST. JAMES’S 
LONDON, S.W.1 


TELEPHONE: WHITEHALL 5857 (3 LINES) 
TELEGRAMS: HILBERMARL, PICCY, LONDON 
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